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FOREWORD 


HE Editorial Council departed from its usual procedure in the preparation 

of this volume. In lieu of a series of monographs dealing with the general 
subject matter of the volume the officers of the Academy decided that a thorough- 
going independent investigation by one individual would meet the present needs 
of the public better than would a series of monographs treating the same subject 
from different points of view. 

The Directors of the Academy, therefore, named Dr. Ernest Minor Patterson, 
Professor of Economics at the University of Pennsylvania, as research fellow of 
the American Academy of Political and Social Science. Dr. Patterson had 
spent many years as a special investigator of international economics. Under 
this special research fellowship Dr. Patterson went to Europe and visited all of 
the countries referred to in his monograph, had access to the files of numerous 
official and unofficial bodies and was generally accorded every possible assistance 
by the officials of the countries of Western Europe. The result of his study is 
embodied in this special monograph. His monograph he supplements with 
special articles by Europeans who are outstanding experts in the fields chosen 
for their special discussions. 

The officers of the Academy send this volume out with the hope that it may 
prove of service in presenting a factual background for the formation of public 
opinion as to the outstanding policies that should guide us and the countries of 


Western Europe in their relations one with the other. 
Ciypr L. Kine, 


Editor. 
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Western Europe and the United States 


By Ernest Minor Pattrrason 


Professor of Economics, University of Pennsylvania, Research Fellow of the American Academy 
of Political and Social Science 


Chapter I 
OUR STAKE IN EUROPE 


N August 21, 1922, the United 
States Government was the cred- 

itor of twenty European Governments 
to the amount of $11,524,951,869.15. 
This sum is a total of several items, all 
connected with the war and post-war 
period, and includes both principal and 
accumulated interest, allowance hav- 
ing been made for some interest pay- 
ments and for the repayment of a small 
amount of the principal sums. It in- 
cludes the promises of relatively strong 
creditors as well as weak ones. In 
other words, it is a grand total, but a 
net one for the date given. Since re- 
payments of principal and payments of 
interest are not being made with suffi- 
cient rapidity, the sums due are grow- 
ing constantly larger, rather than 
smaller, amounting to much more when 


these words are being read than when 
they were written. 

First among the items that are com- 
bined to give this total are the advances 
made by our government under the 
acts of Congress of April 24, 1917, 
September 24, 1917, April 4, 1918 and 
July 9, 1918. Under the provisions of 
these four laws the sums made avail- 
able by Congress amounted to $10,- 
000,000,000, and credits were estab- 
lished by the Treasury Department in 
favor of various “‘foreign governments 
engaged in war with enemies of the 
United States.” From these credits 
thus established, advances were made 
to eleven different countries. 

Several countries, notably Great 
Britain and France, have repaid a part, 
though not a large part, of the principal 


Amounts Due as Acqurrep Unper Liserty Bonp Acts 


InTEeREST ACCRUED Tora, Sums 
4 AND UNPAID Dus 

$347,251,013.40 $51,391,987 .94 $398,6438,001 .34 
61,974,041 .10 8,591,105 . 64 70,565,146 .74 
2,933,516,448 .19 430,049,062 .65 $,363,565,510 .84 
SF 4,135,818,358 .44 611,044,201 .85 4,746,862,560 .29 
15,000,000 .00 375,000 .00 15,375,000 .00 
Italy... 1,648,034,050 . 90 243,480,583 . 37 1,891,514,634 . 27 
Liberia 26,000 .00 2,868 .85 28,868 .85 
Roumania.... . 23,205,819 .52 8,345,557 .51 26,551,377 .03 
Serbia 26,126,574 .59 3,961,136 .17 $0,087,710 .76 

$9,386,422,556.14 | $1,386,762,586.39 | $10,778,185,142.53 
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sums due, and each of the debtor coun- 
tries has made some interest payments. 
Nevertheless the total amount due is 
increasing instead of diminishing, add- 
ing month by month to the sums due 
our government. In the Treasury 
offices at Washington are the promis- 
sory notes evidencing these obliga- 
tions, slips of paper signed by the repre- 
sentatives of the powers concerned. 
The earlier certificates were payable 
at fixed maturity dates, all of which are 
now past, and each is now a demand 
note at 5 per cent per annum, convert- 
ible, if requested by the Secretary of 
the Treasury of the United States, into 
5 percent bonds. Further details need 
not be added, as some of them are 
altered by later events and by legisla- 
tion, notably the Act of February 9, 
1922, creating the World War Foreign 
Debt Commission and specifying some 
of the terms under which this commis- 
sion may arrange for the funding of the 
loans. 

The status of these obligations (by 
countries), on August 21, 1922, was as 
shown in the table on the preceding 
page. (Interest accrued and remaining 
unpaid is given as of the last interest 
dates, which were April 15, 1922, for 
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some, and May 15, 1922, for others.) 

Second in the list are the amounts 
due to the United States Government 
on account of sales of surplus war sup- 
plies, the total due on August 21, 1922, 
being $592,621,265.03. The details 
are shown in the table below. 

It will be noticed that the largest 
sum, $407,341,145.01, is due from 
France. 

Next are advances by the American 
Relief Administration, totalling $96,- 
286,331.86, and finally $62,869,129.73 
due to the United States Grain Cor- 
poration. 

Combining this second group of 
items with the first, there was a total of 
$11,524,951,869.15 due to the United 
States Government from twenty for- 
eign governments on August 21, 1922. 
All the governments are European 
with the exception of Armenia, Cuba, 
Liberia and Nicaragua, whose com- 
bined obligations are only $21,577,132, 
of which $13,637,174 is due from 
Armenia. The totals are brought to- 
gether on page 4. 

Considering for convenience that 
the population of the continental 
United States is an even 100,000,000 
(it was officially estimated as 109,743,- 


Sums Due rrom Sates or War Suppiies Accrvuep AND Unparp INTEREST ON Last 
Interest Date Prior to Avuaust 21, 1922) 


ACCRUED Tora. Sums 
CounTRY Principat Sum Des 

Cuschoslovakia. .... 20,612,300. 11 $2,897,769 .12 23,510,069 . 23 
12,213,377 .88 1,832,006 .70 14,045,384 . 58 
2,521,869 . 32 262,014.20 2,783,883 .52 
4,159,491 .96 623,923 .80 4,783,415 .76 
59,678,604 .07 6,804,793 . 22 66,483,397 .29 
Roumania 12,922,675 .42 1,938,401 .34 14,861,076 .76 
406,082 . 30 10,152.06 416,234 .36 

$574,876,884 .95 $17,734,380 .08 $592,621,265 .03 
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Amounts Dus as Acqurrep sy THE AMERICAN Revier ADMINISTRATION ON Account oF RELIEF 
(witn Interest AccrUED AND Unpaip on Last Interest Date Prior to Aucust 21, 1922) 


INTEREST ACCRUED Toray Sums 
Country PrincipaL Sum py Dur 

$8,028,412.15 $1,204,261 .83 $9,232,673 .98 
Czechoslovakia. ............. 6,428,089 .19 964,213 .38 7,392,302 .57 
1,785,767 .72 257,618 .96 2,043,386 .68 
2,610,417 .82 391,562 .67 3,001,980 .49 
th 822,136.07 123,320.40 945,456 .47 
51,671,749 . 36 7,750,762 .41 59,422,511 .77 
4,465,465 .07 488,192.56 4,953,657 .63 

Totals. . $84,093,963 . 55 $12,192,368 .31 $96,286,331 .86 


Amounts Due as Acqutrep BY THE Untrep States GRAIN CORPORATION ON ACCOUNT OF THE SALE 
or Fiour (wirn Interest Accrvep Unpaip on Last Interest Date Prior To 
Avaust 2}, 1922) 


Pat INTEREST ACCRUED ToraL Sums 
AND UNPAID Dur 
$8,931,505 .34 $472,995 .05 $4,404,500 . 39 
24,055,708 .92 2,165,013 .81 26,220,722 .73 
Ceechoslovakia.................. 2,873,238 . 25 344,788 . 60 3,218,026 . 85 
1,685,835 .61 202,300 . 28 1,888,135 .89 
24,312,514.37 2,825,229 . 50 27,137,743 .87 


our government raised funds, chiefly 


000 on July 1, 1922), this is an average 
of $115.25 per capita if divided evenly 
among our population. This part of 
our financial interest in Europe is 
therefore a large one, and reflection on 
its meaning does not lessen its signifi- 
cance. There is going on at present a 
large amount of discussion regarding 
its reduction or cancellation. The po- 
sition of our government, and un- 
doubtedly that of the vast majority of 
the American public, is against any 
reduction of the claims, but no matter 
what changes may or may not come, 
it will be helpful to remember just 
what lies behind these promissory notes 
in our possession. 

These notes are acknowledgments 
that for several years (1917 to date) 


through the sale of Liberty bonds, and 
from the proceeds of these sales placed 
certain large sums to the credit of the 
foreign governments named. With 
these funds there were purchased large 
quantities of commodities which were 
shipped (chiefly) to Europe during the 
war and post-war period. These 
goods were the result of large expendi- 
tures of capital and labor. Their ship- 
ment was made possible because 
millions of Americans worked and econ- 
omized. With their savings they 
bought bonds, and thus furnished our 
government with funds that were 
turned over to the representatives of 
other governments and utilized to 
purchase supplies in our markets, 
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Sratement SHowine Os1iications or Foreign Governments sy THE Unirep Srares 
(Inctupive sy Untrep Srares Gratn Corporation), Interest ACCRUED AND 
Unparp THEREON UP TO AND INCLUDING THE Last INTEREST PerRIoD, AND INTEREST HERETO- 


FORE Pap 
INTEREST ACCRUED 
AND UNPAID UP TO INTEREST 
CountTRY Principal AMOUNT AND INCLUDING THE Torau HERETOFORE 
or OBLIGATIONS INDEBTEDNESS 
Perrop 

Armenia......... $11,959,917 .49 $1,677,256 .88 
24,055,708 . 92 2,165,013 .81 26,220,722 .73 
Belgium $77,123,745 .94 51,391,987 .94 428,515,733.88| $14,609,062.01 
7,740,500 .00 1,859,733 .14 
Czechoslovakia .. . 91,887,668 . 65 12,797,876 .74 104,685,545 .39 304,178.09 
Esthonia.......:. 18,999,145 . 60 2,089,625 . 66) 
Finland.......... 8,281,926 .17 1,012,436 .10 
3,340,857,593 . 20 430,049,062 .65 8,770,906,655 .85| 170,304,490.63 
Great Britain *... . 4,135,818,358 . 44 611,044,201 .85 4,746,862,560.29| 250,132,185 .50 
Greece . 15,000,000 . 00 375,000 .00 15,375,000 .00 1,159,153 . 34 
Hungary 1,685,835 .61 202,300 . 28 > 
1,648,034,050 . 90 243,480,583 . 37 1,891,514,634 . 27 57,598,852 62 
Latvia 5,132,287 .14 643,576 .87 5,775,864 .01 126,266.19 
os 26,000 .00 2,868 .85 28,868 .85 861.10 
Lithuania. ....... 4,981,628 .03 747,244.20 
Nicaragua........ 170,585 . 35 wets 
135,662,867 .80 17,380,785 .13 153,043,652 .93 1,290,620 .78 
Roumania........ 36,128,494 .94 5,283,958 .85 41,412,453 .79 263,313.74 
Russia 192,601,297 . 37 $5,019,427 .03 227,620,724 .40 7,717,333 .43 
51,104,595 . 58 7,336,455 .81 58,441,051 .39 636,059.14 

Totals. .... $10, 102,252,207 .13| $1,422,699,662.02) $11,524,951,869.15) $506,002,109.71 


* Includes $61,000,000 of British obligations which were given for Pittman silver advances and for 
which an agreement for payment has been made. 
Cuba pays interest as it becomes due. 
No interest due on Nicaraguan notes until maturity, as is also the case with certain Belgian obliga- 
tions aggregating $2,284,151.40. 


August 21, 1922. 


No discussion is complete that over- 


our debtors. 


The people of Great 


looks the facts that these obligations 
represent toil and saving by the Ameri- 
can public, and that if the advances are 
repaid, thus permitting the retirement 
of these bonds, the financial burdens 
of the American taxpayer can be re- 
duced. 

Nor is any analysis complete that 
ignores the significance of payments of 
interest and repayments of principal. 
In later chapters the matter will be 
discussed more fully, but we may pause 
here to observe that these payments to 
us will involve labor and economy by 


Britain, for example, must labor and 
save in order to pay heavy taxes. 
With the proceeds of these tax pay- 
ments the British Government will buy 
New York drafts and then transfer 
these credits to our Treasury. For us 
the creation of these credits abroad 
meant sacrifice, and their repayment 
means sacrifice on the part of our debt- 
ors. The notes are pieces of paper, 
but are much more. They represent 
human effort and saving—in the past 
for us—in the future for those who 
must repay. 
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Our or EvrRopEAN 
SECURITIES 


But these sums, vast as they are, do 
not include all that is due us from 
Europe. They are the amounts due to 
our government from the governments 
of certain foreign countries. At the 
outbreak of the war the securities 
(stocks, bonds and notes) of American 
states, municipalities and private cor- 
porations were held in Europe in large 
amounts. The totals could not be 
known with precision, but were con- 
servatively estimated at $4,000,000,000. 

During the war many of these were 
sold back to us, and there was soon 
started a sale of new European securi- 
ties in our markets. The first impor- 
tant issue of this sort was the $500,000,- 
000 Anglo-French loan in 1915. It has 
been succeeded by numerous other 
issues not only by governments, na- 
tional and local, but also by corpora- 
tions. These sales are continuing, as 
is shown by the estimate of the Guar- 
anty Trust Company that foreign gov- 
ernments, municipalities and corpora- 
tions offered in the markets of the 
United States securities (exclusive of 
refunding issues) to the amount of 
$575,320,000 in 1921 and $531,5993,- 
000 from January to June, 1922, a total 
of $1,106,913,000, most of which is 
still outstanding. Of these issues dur- 
ing the year and a half $342,315,000 or 
about 30 per cent, were European.' But 
although 70 per cent of the issues were 
the securities of other countries than 
Europe, many being from South Amer- 
ica, the welfare of these countries is so 
closely identified with that of Europe 
that we have become through them more 
than ever concerned with Europe’s 


prosperity. 


1 These estimates are made by the Guaranty 
Trust Company of New York at the request of 
the Federal Reserve Board and are published in 
the Federal Reserve Bulletin, September, 1922. 


Just how many foreign securities are 
owned in the United States today it 
is not easy to determine. Professor 
John H. Williams has estimated that 
foreign securities to the amount of 
%3,930,645,000 were held in the United 
States at the end of 1921.2. If we add 
to this the $531,593,000 of new loans 
during the first six months of this year 
the total is $4,462,238,000. How 
much of this is European the writer has 
not attempted to ascertain but it 
would certainly not be excessive to 
assume that at least one-third or 
$1,500,000,000 may be so classified. 
Especially is this so when we again 
remind ourselves that the purchase of 
any foreign securities adds to our de- 
pendence on every part of the world. 

But still the list is not complete. 
In addition to the $11,524,951,819.15 
due to our government and the as- 
sumed $1,500,000,000 due to private 
individuals and corporations who own 
European stocks and bonds, there are 
other items due to American exporters 
and manufacturers who have shipped 
goods abroad and for one reason or 
another have not yet received pay- 
ment. These amounts do not appear 
in the form of stocks or bonds, and are 
said to be an “unfunded” or “float- 
ing” debt. Numerous estimates have 
been made, but they are for different 
dates, and do not in every instance 
attempt to include the same items. 
When these differences are added to 
the inherent difficulties of making an 
estimate, one need not be surprised 
that the results do not agree. 

Details need not be cited here, but 
several of the conclusions may be 
briefly stated. The Division of Anal- 
ysis and Research of the Federal 
Reserve Board, in the Federal Reserve 
Bulletin for September, 1920, esti- 
mated the amount at about $3,000,000,- 

2 The Review of Economic Statistics, July, 
1922, p. 213. 
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000, from which certain deductions 
should be made. Dr. B. M. Anderson, 
Economist of the Chase National 
Bank, estimated * that on September 
15, 1920, this unfunded debt amounted 
to over $3,500,000,000. Professor 
John H. Williams, of Harvard Univer- 
sity, placed the amount much lower, ‘ 
contending that on December 31, 1920, 
the amount probably did not exceed a 
billion dollars. In November, 1921, 
the Federal Reserve Board estimate for 
October 1, 1921, was $3,408,000,000, 
and in February, 1922, their estimate 
for January 1, 1922, was $3,400,000,- 
000. In each estimate offsets were 
mentioned, but their amounts were not 
estimated. Next is the estimate of 
Professor David Friday * in April, 1922, 
that the amount is approximately 
$3,000,000,000. Finally is the latest 
estimate by Professor Williams,’ who 
contends that at the end of 1921 the 
balance was no more than a billion 
dollars and was probably much less. 

Without attempting any independ- 
ent estimate, let us accept Professor 
Williams’ estimate of $1,000,000,000, 
the lowest that has been made. Add- 
ing the three items, we have the fol- 
lowing result: 
Debts of European Govern- 

ments to the United States 
$11,524,951,869 
European Securities Pri- 

vately Held in the United 


Unfunded Debt........... 1,000,000,000 
$14,024,951,869 


Again expressing it in per capita 
terms, we may say that Europeans are 
our debtors to the amount of $140.25 


3 The Chase Economic Bulletin, October 5, 
1920. 

* Review of Economic Statistics, Supplement, 
June, 1921, pp. 199-205. 

5 Manchester Guardian Commercial, Recon- 
struction in Europe, Section One, p. 19. 

* The Review of Economic Statistics, July, 1922, 
pp. 201-14. 
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per capita. If we wish to express it in 
terms of the hypothetical family of 
five, we may say that it is over $700 per 
family. Such a metho@ of stating it 
may be open to some slight misunder- 
standing, but at least has the merit of 
making the amount vivid. 

Whether these amounts are all col- 
lectible we are not now endeavoring to 
determine. No allowance has been 
made for losses of any kind. On the 
other hand, there are not included such 
items as American holdings of Euro- 
pean paper currencies, which are doubt- 
less large. Mr. Frank A. Vanderlip’ 
refers to the speculation in the German 
mark as “somewhere between sixty and 
eighty billion marks.” The econo- 
mist of one of the largest of the German 
banks told the writer that his estimate 
of the amount of German marks, mean- 
ing notes of the Reichsbank, held 
abroad was forty billion marks. The 
World (New York) on October 3, 1922, 
published an estimate that Americans 
had purchased 80,000,000,000 German 
paper marks since 1918; that $960,000,- 
000 had been paid for them; and that 
their value is $904,000,000, the mark 
on that date being quoted at $0.0007. 
On October 7, 1922, the mark was quot- 
ed in New York at $0.0004144. There 
is still speculation in all of the Euro- 
pean currencies, and many are held in 
America. 

One of the difficulties in the discus- 
sion of such questions is that of stating 
the economic and financial facts in such 
a manner as to make vivid their real 
connection with every-day human 
experiences. The sums just enumer- 
ated are large, but we have for some 
years now become accustomed to say- 
ing billions whereas formerly we said 
millions, or perhaps even thousands. 
That these vast sums are merely state- 
ments in monetary terms of the worth 
of great stores of food, clothing, build- 


1 What Neat in Europe , p. 25. 
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ing materials, etc., is not easy to keep 
in mind. The financial terminology 
is important, in fact necessary, but it is 
often helpful to put it aside for a mo- 
ment in order to reveal what is be- 
neath. For years we have been send- 
ing to Europe agricultural products, 
raw materials, and articles partly or 
wholly manufactured. In return we 
have received from Europe shipments 
of similar articles, but of a value much 
less than that of our exports. Just 
how great this difference has been is 
shown by the figures in the table below 
for the nine fiscal years 1914 to 1922 
both inclusive. 

The total of export balances, amount- 
ing to $23,029,251,695, must not be 
misunderstood. First there should be 
added to it merchandise shipped dur- 
ing the war by the United States 
Government for the use of the Allies, 
but not recorded in the official statis- 
tics. If these amounts were included 
the total balance would be consider- 
ably enlarged. From this total there 
should then be deducted numerous 
other items, leaving the net amount 
considerably smaller. Extensive al- 
lowances should also be made for the 
numerous triangular trade relation- 
ships, as, for example, that between the 
United States, South America and 


Europe. But the important thing is 
to visualize these shipments as quan- 
tities of merchandise filling ship after 
ship, some going to Europe, some com- 
ing from Europe, but all of it a collec- 
tion of definite tangible objects, the 
result of the toil of millions of human 
beings. To right the balance, or even 
to keep up the promised interest pay- 
ments, the movement must be re- 
versed, and the toil of millions of peo- 
ple in Europe must be devoted to the 
production of countless shiploads of 
merchandise to be sent to us. 

Of course this simplifies the question 
too much, for in addition to these 
movements of merchandise there are 
shipments of gold, and also those nu- 
merous and highly important and very 
large “‘invisible”’ items—payments for 
carrying freight, expenditures of tour- 
ists, interest and dividend payments. 
All of these make an accurate estimate 
of the situation extremely difficult. 
They have been allowed for in the 
totals given earlier in this chapter, but 
in no way change the general statement 
we have made. For years the results 
of much of our work and economy have 
gone to Europe as shipments of mer- 
chandise, and Europe is now indebted 
to us, under formal promise to send 
back merchandise or render services of 


Trape Between THE UNITED States AND Evrore 


— IMPORTS FROM EXPporTs FROM THE 
(Expixe June 30) EvROPE TO THE Unttep States To | Export BALANnce 
411,578,494 $,732,174,352 $,320,595,858 
372,951,315 4,644,937,841 4,271,986,526 
937,868,864 $,408,522,000 2,470,653, 136 
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an equivalent value plus annual ship- 
ments or services as interest payments. 
To a limited extent only can substi- 
tutes for the merchandise be offered or 
accepted. Europe is heavily in our 
debt, a fact of great concern to her and 
tous. As the creditors we have every 
reason for wishing to understand the 
condition of our debtors. 

The total of our European credits 
is, then, over $14,000,000,000. But, 
strange as it may seem, this is less 
important than other aspects of our 
relations to Europe. The complexity 
of modern economic organization fur- 
nishes many curious and perplexing 
problems, but one of the hardest to 
remember is the fact that our welfare 
is so dependent on keeping the eco- 
nomic machinery going. Our accumu- 
lated debits or credits at any particular 
time are unquestionably important, 
but even more so is the fact that sup- 
plies of raw materials must be kept 
moving into factories and finished prod- 
ucts must be sold in widely scattered 
markets. Foodstuffs must be regu- 
larly available and workers must be 
kept employed. Factories must be 
kept going and trains must not stop. 
Any cessation of this activity even for 
a short time is of far more importance 
to humanity than the readjustments of 
relationship between debtor and credi- 
tor. A railroad may become bank- 
rupt and go through a reorganization 
with serious and regrettable losses to 
certain stockholders and bondholders. 
But if these adjustments can be ac- 
complished without a cessation of 
traffic, the community as a whole 
suffers far less than it would if trans- 
portation service were actually dis- 
continued even for a short time. 

Let us, then, notice a few facts about 
our economic relations with Europe 
that will help us to understand our 
long-run dependence on her, as well as 
the amount of her accumulated debt to 


us. One of these facts is the volume of 
our direct trade relations with her year 
after year, as shown by the figures for 
imports and exports just given. The 
amounts even before the war were large 
and were increasing from year to year, 
yet their real significance can be made 
much clearer by referring to one or two 
matters that may easily be overlooked. 

Those engaged in foreign trade or 
indirectly interested in its promotion 
often exaggerate its importance. At 
the same time, others are prone to 
minimize it, insisting that after all it is 
far less important than domestic trade 
and can be largely ignored. An ap- 
praisal of its significance is worth while. 
This may be made clear by referring to 
(1) the volume of this trade both abso- 
lute and relative; (2) any changes that 
are occurring in these amounts; (3) the 
importance of this foreign trade as 
compared with our domestic trade; and 
finally (4) the significance to modern 
industry of losing even a relatively 
small percentage of trade, either do- 
mestic or foreign. 


Tue Votume or Our TRADE WITH 
Europe 


In our very pardonable enthusiasm 
over the development of trade with the 
newer parts of the world, there is some 
danger of overlooking the fact that, 
after all, Europe is our best customer 
and hence the one whose prosperity 
most concerns us. This is quite 
clearly shown by the following table.* 
The figures given are for calendar years 
and not for fiscal years as in our state- 
ment of trade with Europe on page 7. 

Our trade with Europe before the 
war was not only large but growing. 
Exports to Europe increased from 
$1,136,000,000 in 1910 to $1,479,000,000 
in 1913, while our imports from Europe 
increased from $806,000,000 to $892,- 

§ Taken from an article by Professor G. B. 
Roorbach, The Annals, July, 1922, p. 69. 
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Trave or THE Untrep Srates with Evrore 1910-1921 


Exports Imports 
ToraL Fr PERCENTAGE 
YEARS | To Evrope AGE |! MILLIONS one FROM 
or DoLLars TO HUROPE || or DOLLARS Evrore Europe 

1,710 1,136 65.10 1,557 806 51.76 
URS | 2,013 1,308 63.84 1,527 768 50.30 
ara 2,170 1,342 60.87 1,053 819 45.57 
Aa | 2,428 1,479 59.98 1,813 892 49.25 
2,329 1,486 62.86 1,894 895 47 .29 
rs | 2,716 1,971 71.21 1,674 614 36.70 
4,272 2,999 69.21 2,197 616 28.04 
ae 6,227 4,324 68.75 2,659 610 22.96 
5,839 3,732 63.04 2,946 411 13.97 
7,750 5,187 65.50 3,904 750 19.22 
ee 8,080 4,466 54.27 5,278 1,227 23 .26 
4,485 2,364 52.70 2,509 765 80.50 


000,000 in the same period. These 
totals are so large that their impor- 
tance needs no emphasis, but attention 
should be called to their amounts as 
compared with our total foreign trade. 
In 1910 Europe took 65.1 per cent of 
our exports, and in 1921 still took 52.7 
per cent, or over one-half. In 1910 she 
furnished us with 51.76 per cent of our 
imports, and in 1921 with 30.5 per 
cent. 

Trade with Europe has been and 
will doubtless for years to come con- 
tinue to be our most important foreign 
trade. The decline in our exports to Eu- 
rope in 1921 is in part to be explained 
by the appalling situation in East- 
ern Europe, by the cessation of abnor- 
mal war demands, by the fall in the 
price level, and by the accompanying 
business depression which has affected 
the intricate industrial life of Western 
Europe even more seriously than other 
parts of the world. While our imports 
from Europe are smaller in amount, it 
is to to observed that they have grown 
steadily since the low point in 1918, 
with the exception of the very large 
increase in 1920 followed by the decline 


in 1921. Also the amount of our im- 
ports from Europe compared with our 
total imports, which declined from 
51.76 per cent in 1910 to 13.97 per cent 
in 1918, has steadily increased since the 
latter date until it was 30.5 per cent in 
1921. 

Chart I (taken from Commerce Re- 
ports, February 20, 1922, p. 427) shows 
in graphic form the amount of our 
exports to Europe as compared with 
our exports to the other grand divi- 
sions. 

Chart II (also taken from Commerce 
Reports, February 20, 1922, p. 427) 
shows similarly both the absolute and 
the relative importance of our imports 
from Europe. Prior to the war they 
were much greater than from any 
other grand division, and in 1921 
again attained a position of supremacy. 

These statistics and charts furnish 
abundant warrant for several conclu- 
sions. Our trade with Europe has 
been our most important trade in the 
past, and has been rapidly growing in 
its absolute amount. Europe’s dense 
population and high standard of living 
(as compared with, say, the tropics) are 
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the explanations, and furnish the basis 
for an enormous trade in the future. 
There is every reason to assume that 
under favorable conditions the rapid 
growth of recent years will continue. 


Cuart I 


MILLIONS OF DOLLARS 


1000 


Exports from the United States by grand divisions 


In spite of the post-war handicaps and 
the world-wide business depression, 
large gains are already noticeable. 

Relatively, also, Europe is still far in 
the lead. This relative supremacy is 
lessening with the economic develop- 
ment of other parts of the world, but 
Europe is still ahead, and will decline 
in rank slowly. She has been and 
still is our best customer and our larg- 
est source of supply. She may as 
time passes decline slowly in relative 
importance, but, short of her complete 
economic collapse, our trade with her 
will steadily and rapidly increase. 
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How Important Is ForeiGn 
TRADE? 


Advocates of a policy of economic 
isolation often argue that the signifi- 
cance of foreign trade is greatly ex- 
aggerated, that its amount is far less 
than that of our domestic trade, and 
that we should direct our attention 
more and more to the control and ex- 
pansion of our home markets, becoming 
more rather than less independent. 
To what extent are these contentions 
true? 

Cuart II 
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Imports into the United States by grand divisions 


No one who has not made the at- 
tempt can understand the difficulties 
there are in estimating the relation- 
ship between domestic and foreign 
trade. It is not necessary to enu- 
merate the difficulties here, but merely 
to state that the conclusion usually 
reached has been that foreign trade is 
about 10 per cent of the total.’ This 
was considerably increased during the 
war, but has probably declined to 
approximately the pre-war percentage. 

This percentage seems relatively 
small, and hence not important. Its 
complete loss does not appear serious, 
and certainly a partial loss does not 
seem very vital. There are, however, 
several important considerations that 
must not be overlooked. 


® See certain estimates by Dr. B. M. Anderson, 
Jr., as quoted in Chapter VI. 
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One fact to be remembered is that 
this 10 per cent applies to our trade as 
a whole, and not to any particular 
commodity. Our cotton production 
in 1918 was 13,703,421 bales, and our 


‘exportation of raw cotton in that year 


was 9,199,093 bales, or 67.13 per cent, 
an amount that does not include our 
exports of cotton in manufactured 
form. In the case of this one product 
it is not a question of 10 per cent, but 
of 67 per cent that went abroad. 
Just how serious this is will be realized 
if one recalls what occurred in 1914, 
when the outbreak of the war in Eu- 
rope temporarily stopped our cotton 
exports. The distress suffered by the 
farmers of the South was extreme, and 
affected not only cotton growers and 
others directly interested, and all the 
industries of the South which so closely 
depend on the prosperity of cotton, the 
main Southern staple, but spread with 
varying degrees of severity to nearly 
all parts of the country. It included 
the railroads, whose traffic and earn- 
ings were reduced, Southern manu- 
facturers and dealers in all lines, be- 
cause the purchasing power of their 
customers was lessened, and through 
them manufacturers, wholesalers, 
bankers and others in all parts of the 
country. 

To cotton, then, foreign trade is of 
prime importance. And what is true 
of cotton is true to only a less degree of 
wheat, meat products, iron and steel, 
harvesting machinery, oil, etc. To 
many particular industries exports are 
more than 10 per cent of the total 
trade, and the complete loss of foreign 
markets would mean disaster, while 
even a partial loss means great hard- 
ship. Nor is this hardship confined to 
the industries directly affected, but 
spreads to all other industries directly 
or indirectly dependent upon them. 

What is true of cotton is true of 
many other commodities, even if to a 


somewhat less degree in some cases. 
But even cotton does not have to face 
some of the difficulties that are en- 
countered by a manufacturer. A 
grower of cotton has a considerable 
investment in land and tools, but still 
his total is not one that forces upon 
him a heavy overhead expense. Low 
prices and lack of a market mean dis- 
tress, but there is a certain kind of 
difficulty he does not have. He can 
curtail his output, and as he does so 
he will correspondingly reduce his ex- 
penses or nearly so. A loss of a part of 
his market, say 10 per cent, is serious, 
but not nearly so serious as a similar loss 
to most manufacturers. 

This may be illustrated by reference 
to an estimate of the Interstate Com- 
merce Commission made a few years 
ago. It was to the effect that of every 
dollar spent by the railroads of the 
United States, over sixty cents was 
used to meet so-called overhead or 
constant expenses. Overhead expenses 
are those that continue without ref- 
erence to the volume of business done. 
Thus the interest on bonds is a defi- 
nitely fixed item and must be paid, 
no matter whether traffic is large or 
small. Similarly with many other 
items. Insurance charges, rentals, 
many salaries, as well as depreciation 
on property that deteriorates even 
when not in use, are other illustra- 
tions. On the other hand, many ex- 
penses are variable, fluctuating with 
the amount of traffic handled. Wages 
of those employees that are dropped 
from the pay-roll in dull times, fuel 
consumed in the locomotives, and 
costs of loading and unloading freight 
will do for illustrations. 

It is this fact about the railroads 
that makes our numerous discussions of 
changes in freight rates so important. 
A very large fraction of the railroad’s 
expenses is definitely settled. If the 
road is doing well and there is a sudden 
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decline of say 10 per cent in business 
handled, this does not mean a corre- 
sponding decline in expenses. Instead, 
most of the expenses continue, and 
bankruptcy may threaten a weak road. 
Similarly a gain of 10 per cent in traffic 
and in receipts does not involve a cor- 
responding increase in expenses, for 
many expense items remain entirely 
unchanged. An apparently slight in- 
crease in receipts may accordingly 
mean much more than a corresponding 
increase in net earnings. What seems 
to be only a slight alteration in the 
volume of business or in the amount of 
income may change success to failure 
or failure to success. 

While overhead expenses are found 
in all lines of business, they are espe- 
cially heavy in those lines where there is 
a large capital investment on which 
interest and depreciation charges must 
be met. As land values rise this is 
increasingly true of agriculture, but 
it is of course particularly true with our 
railroads and with our manufactur- 
ing establishments. One of the most 
forceful statements of this was made a 
year or two ago by President James A. 
Farrell of the United States Steel Cor- 
poration, in an address before the 
National Foreign Trade Council, when 
he said: 

In every business there is a part of the 
production roughly estimated at the least 
at 20 per cent that cannot remain unsold 
if the first 80 per cent of the sales are to 
prove profitable. Remove this last 20 per 
cent and the whole operation will cease to 
show a profit. 


Very few manufacturing establish- 
ments operate for any great length 
of time at 100 per cent of their capac- 
ity. Instead, operation at from 60 to 
80 per cent is more nearly a normal 
figure. If a given establishment is 
running at, say, 80 per cent of capacity, 
and if, as Mr. Farrell states, a reduc- 
tion below that figure means the disap- 


pearance of the margin of profits, then 
a loss of foreign orders is a serious 
matter. It is the difference between 
operation at a profit and operation at a 
loss. 

Then, too, it must be remembered 
in this connection that there is no such 
thing as an “industry as a whole.” 
An industry is made up of a number 
of particular plants probably distinct 
from each other in ownership and oper- 
ation. Some of these plants may sell 
a large amount abroad and others 
little. Some are operating normally 
with a generous amount of profit, 
others operate with little or no profit. 
A loss of even a very small percentage 
of business for any extended period of 
time means bankruptcy for these mar- 
ginal plants. It is often necessary to 
think in terms of particular establish- 
ments. 

Finally, it should be again noted in 
this connection that a plant, e.g., one 
that is manufacturing iron and steel, 
loses not only directly, but indirectly, 
through a slump in foreign orders. 
Its own foreign sales are reduced, but 
the effect of a depression abroad is so 
widespread in the domestic market 
that home orders also decline, the re- 
duction in business being a combina- 
tion of the foreign and domestic. 

The significance of this is increased 
by the fact that in recent years the 
character of our foreign trade has 
undergone a change. We are rapidly 
passing out of the stage when we fur- 
nished only raw materials and food- 
stuffs to other countries. Just prior 
to the late war these changes were 
becoming very noticeable. Our ex- 
ports of foodstuffs had declined and 
our imports had increased until, in 
1912, and again in 1914, we had an 
import balance. Excluding raw cot- 
ton, our exports of crude stuffs had 
become less than our imports, while 
the imports were growing both in quan- 
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tity and variety. Manufactured arti- 
cles ready for consumption led our 
exports in 1913.'° 

With these changes stability of mar- 
kets is of more and more importance. 
An industrial organization, as con- 
trasted with an agricultural one, means 
larger capital investments and heavier 
overhead expenses. A free flow of 
raw materials (often from abroad) and 
a steady market become necessary if 
disastrous irregularities and business 
failures are to be avoided. As we 
become more dependent on outside 
supplies of raw materials and food- 
stuffs, every legitimate encouragement 
must be given to both import and ex- 
port trade. The alternative is to 
reverse the development of years and, 
by attempting to depend more on our- 
selves, force a painful readjustment 
of our whole economic organization. 

%” For a thorough and able analysis of these 
changes see an article by Professor G. B. Roor- 
bach: “‘ Some Recent Tendencies in the Develop- 
ment of the Foreign Trade of the United States,” 
The Review of Economic Statistics, May, 1920, 
p. 125. 


Aside from the temporary hardship, 
this would mean in the end a lower 
general level of well-being, with nothing 
gained but the empty satisfaction of 
calling ourselves less dependent than 
before. 

CONCLUSIONS 


This survey has presented to us: (1) 
our extensive European credits, both 
government and private, totalling at 
least $14,000,000,000; (2) the growing 
importance of our foreign trade be- 
cause of its increasing size and because 
of its changing character; (3) the seri- 
ous consequences of a decline in this 
trade because many industries and 
many particular plants are so directly 
dependent on it, and because all of us 
are indirectly affected by it; and (4) 
the relatively important position of our 
trade with Europe. 

The next chapter will briefly survey 
the European situation of the last few 
months as shown by several indices, 
and will be followed by a series of chap- 
ters on conditions in the leading coun- 
tries of Europe. 


Chapter II 
THE PRESENT SITUATION IN EUROPE 


T the first plenary session of the 

International Economic Confer- 

ence at Genoa, held in April and May 

last, Signor Facta, the president of the 
conference stated: 


Great suffering and misery still exist in 
not a few countries, and certain of the popu- 
lations of Europe are afflicted with disease, 
privation and hunger. There are about 
300 million men in the world who are not 
producing, or not producing sufficiently, 
for want of the means of labor and trans- 


port. 


A few moments later Mr. Lloyd 


George, after referring to the late war, 
declared: 


Europe, exhausted with its fury, with 
the loss of blood and treasure which it in- 
volved, is staggering under the colossal 
burdens of debt and reparation which it 
entailed. The pulse of commerce is 
beating feebly and wildly. In some lands, 
an artificial activity is stimulated either 
by demands for repairing the ravages of 
war or by burning up the resources of the 
world accumulated by generations of 
thrift by the frugal and industrious among 
the people. But legitimate trade, com- 
merce and industry are everywhere dis- 
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organized and depressed. There is unem- 
ployment in the West; there is famine and 
pestilence in the East. 


Viscount Ishii of Japan, referring to 
his own country, said that in spite of 
the fact that her geographical! situation 
**renders her less directly sensib'e to the 
troubles of Europe, she herself has suf- 
fered, and stil! has to endure a serious 
economic crisis.” Dr. Wirth, speaking 
for Germany, maintained that “today 
the whole world is economically sick, 
and that it is in danger of an infection 
which would be far more dangerous for 
the future of mankind than those epi- 
demics with which mankind is scourged 
from time to time.” 

That these leaders had in mind eco- 
nomic rather than merely political 
forces, and that they recognized how 
closely they are interrelated is evident 
from the quotations given and from 
such other statements as that of Signor 
Facta: 

The agenda of the conference includes 
political, economic and financial questions, 
but it is obvious that these questions are 
closely connected with each other. Eco- 
nomics and finance are indeed essential 
factors, and tend to play an increasingly 
important part in international politics. 


Dr. Wirth emphasized the situation 
somewhat differently when he said: 


All of us who are here assembled must 
make up our minds to recognize economic 
problems as such as strictly economic prob- 
lems, and to separate them from the po- 
litical aims and differences which can only 
obscure our judgment as to the real nature 
of our troubles. 


These quotations reflect to some ex- 
tent the particular interests of the 
various speakers, but they agree in 
presenting a picture of world-wide 
economic distress, and in urging that 
economic and financial measures must 
be largely depended on for relief. 
The United States Government re- 
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fused to participate in the Genoa Con- 
ference for various reasons, chief 
among the ones stated being that it was 
not to be primarily an economic con- 
ference. This was a correct prevision, 
but it seems certain that the members 
of the conference were deeply disturbed 
over the economic situation. 

Francesco Nitti, former premier of 
Italy, in his recent volume, Peaceless 
Europe, refers to conditions in even 
more emphatic language. Here and 
there we find such phraseology as the 
following: 

Europe, which is gradually sinking to the 
condition of Quattrocento Italy, without its 
effulgence of art and beauty. 


The growing dissolution of Europe. 
Europe . . . is threatened with a 


decline and a reversion to brutality which 
suggest the fall of the Roman Empire. 


These and similar statements reflect 
Signor Nitti’s conviction that the 
economic, political and social situation 
in Europe is extremely serious and 
even dangerous. 

In our attempt to make an appraisal 
of Western Europe, we shall limit our- 
selves to the economic facts. This 
is with no thought that they are the 
only ones of importance or necessarily 
the most important. They play so 
large a part, however, in the attempt 
to adjust difficulties, and are so much 
a barrier to recovery that they need to 
be fully set forth. American interest 
is by no means limited to them, but 
they are the field of this particular 
study. 

Are the opinions of the great states- 
men just quoted an accurate picture 
of Europe’s economic position today? 
Or are they colored by the personal 
positions and perhaps the ambitions of 
the speakers? Are the figures of 
speech which they have employed 
any more than a forceful exagger- 
ation of a situation unusually bad, but 


‘ 
| 
| 
a 


WEsTERN EvROPE AND THE UniTEpD STATES 15 


by no means so hopeless as their words 
would indicate? What will a simple, 
clear statement of fact reveal? 

This chapter will be confined to 
setting forth several of the more ob- 
vious indices of economic conditions, 
particularly those that picture the 
relationship between Europe and the 
United States. In succeeding chap- 
ters more detailed attention will be 
given to each of a half-dozen countries. 

One index of a country’s condition 
is the position of its money in terms 
of the money of other countries. This 
is expressed in the foreign exchange 
quotations about which all of us have 
learned so much in the last few years. 
During the war these quotations 
seemed strange and erratic, but when 
they are compared with those of post- 
war days, they seem to have been al- 
most normal and steady. What has 
occurred during the last four years is 
pictured for several of the most im- 
portant countries in the following 
chart.! 
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For all of the countries named there 
is to be noticed a precipitous fall in the 
quotations during 1919 and the early 
part of 1920. Then there came a 
recovery followed by another decline 


Taken, by permission, from the Monthly 
Review of Credit and Business Conditions in the 
Second Federal Reserve District (New York), 
Sept. 1, 1922, p. 4. 


in the latter part of the same year. 
During 1921 and 1922 the movement 
has been, on the whole, upward for 
England, France and Italy, reaching 
its highest point in May, 1922. Eng- 
land has thus far maintained that 
level, but French and Italian exchange 
have declined again, although both 
are still somewhat above their previous 
low levels. German exchange has con- 
tinued to fall, quotations for the mark 
going to five one-hundredths of a cent, 
or about two-tenths of one per cent 
of its nominal par value of 23.8 cents. 

Two things immediately attract 
attention. One is the fact that for all 
the countries named the quotations are 
still very far below par. At the time 
this is written there is not a European 
country whose exchange is above par 
in terms of our dollar, and only two, 
Sweden and Switzerland, near enough to 
par for us to think of them as normal. 

Another feature is that, although 
sterling exchange is holding its own, 
there has been in the last few months 
an ominous decline in the others. 
Whether this will continue or is merely 
a prelude to another upward move- 
ment remains to be seen; but the fall 
is pronounced enough to deserve 
careful attention. 

Yet foreign exchange quotations 
are at the best a barometer and of 
importance only because of what they 
reflect. Perhaps an examination of 
the business situation behind these 
figures will be more encouraging. 

In Chapter I (p. 7) we have given 
the trade between the United States 
and Europe during the last nine years. 
An examination of these figures shows 
that our imports from Europe were 
$895,602,868 in 1914, and $830,473,- 
712 in 1922, each calculation being for 
the fiscal year. It will be noticed 
that there has been a decrease not 
merely from the high point of 1920 
but about 7 per cent from the level 
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of 1914, whereas normally there would 
have been a rise. 

In the same table it will be noticed 
that our exports to Europe, which were 
$2,067,027,605 in 1922, are less than 
half the amount of 1920, but were 
still nearly 40 per cent more than in 
1914, when they amounted to $1,- 
486,498,729. This looks encourag- 
ing until one remembers the com- 
plication introduced by the changing 
price level. Much of the decline in 
both exports and imports since 1920 
may be explained by a fall in prices 
that may have serious consequences, 
but that does not reflect a decline in 
the physical volume of business. This 
is often emphasized, and rightly so, as 
encouraging optimistic conclusions. 
But when the comparison is made with 
1914 and allowance is made for the 


it should be pointed out that the fiscal 
year ending June 30, 1922, included 
the worst months of the business de- 
pression, and that there is already 
some improvement. Imports from Eu- 
rope, which were $54,718,229 in June, 
1921, rose to $76,399,752 in June, 
1922. Exports, however, rose only 
from $177,814,085 to $186,246,240. 

Exchange rates and foreign-trade 
figures are not at all encouraging. 
What of other signs? We are in- 
formed directly and indirectly that 
Europe cannot pay the debts it owes 
us; that the financial strain on banks 
and governments is so serious that 
bankruptcy constantly threatens. 
What are some of the facts supporting 
these contentions? 

Reserves of the central banks are 
one index worth noticing. The per- 


Exports Imports Unrrep States to Evrope 1914 anp 1922 


1922 
1914 (reduced by Per cent 1928 
one-third) of 1914 
Exports from the United States to 
on $1,486,498,729 $1,378,018,404 94 
Imports from Europe to the United’ 


fact that the price level in the United 
States was for the fiscal year ending 
June 30, 1922, about 50 per cent above 
that of 1914, our conclusions must be 
modified. A comparison of the fiscal 
year ending June 30, 1922, with that of 
1914 is shown in the table above. 

Reducing the 1922 figures by one- 
third to allow for the fact that prices 
are about 50 per cent above the 1914 
level shows exports are about 94 per 
cent of the*1914 level, and imports 
only 61 per cent. This calculation 
is a very arbitrary one and must not 
be considered as accurate, but it gives 
a more correct view than the figures 
as first stated. 

While these figures are discouraging, 


centage of gold reserve to deposit 
and note-issue liabilities for the banks 
of issue of several of the leading coun- 
tries for 1913 and for June, 1922, is 
as follows: 


PERCENTAGE OF GoLp Reserve To Deposit 
Nore Issve LIABILITIES 


1913 1922 
(per cent) | (per cent) 


Bank of England...... 44 29* 
Bank of France. ..... 62 14 
Bank of Germany... . 40 00.5 
Italy (three banks of 


* Includes gold held by Bank of England and by the 


Treasury as note reserve. 


t Figures are for May instead of June, 1922. 
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In so far as the percentage of gold 
reserve to deposits and note issues 
may be of importance, there is cer- 
tainly a serious change. Reports re- 
garding the financial condition of the 
various governments are no less alarm- 
ing. Last May England secured a 
balance in her budget for the coming 
year only by the elimination of her 
sinking fund, and opposition critics 
are loud in their denunciations of what 
they consider a dangerous optimism 
in many of the budget estimates. 
The French Government at the time 
of this writing has not decided how to 
meet a prospective deficit of 3,600,- 
000,000 francs for the coming year, 
the proposals thus far made having 
been bitterly attacked. The Italian 
Government reports a deficit of 6,500,- 
000,000 lire for the year just ended, 
and forecasts one of 4,000,000,000 
lire for 1923. The German budget 
is in so chaotic a condition that any 
statements of the amount of the deficit 
for the current year would be worthless. 

Certainly the external signs are 


such as to warrant our concern over 
the condition of our debtors and cus- 
tomers. Moreover, we have referred 
to only four countries—those pre- 
sumably of most importance to us. 
While some, as those neutral during 
the war, are in better condition, 


others, such as Austria, Poland and } 


Russia, are still worse. 

It is said that the United States 
must do something, and numerous 
attempts are being made to influence 
American public opinion. As usual, 
the statements made are supported 
by only a few facts, and they fre- 
quently picture only a part of the 
situation. Our attempt in this study 
will be to present all of the important 
economic facts that should be ex- 
amined to help us understand con- 
ditions in the leading countries of 
Western Europe. With these be- 
fore us, we can then analyze more 
intelligently the various propositions 
that are being made and can indicate, 
at least in outline, what measures, 
if any, we should adopt. 


Chapter II 
ITALY 


In the first chapter of this study 
there was attempted an appraisal 
of the economic importance of Europe 
to the United States. The conclusion 
reached was that Europe is now in our 
debt, to an amount totalling perhaps 
$14,024,951,869, and that we feel the 
creditor's natural concern over the 
status of outstanding accounts. But 
even more important is the fact that 
our economic organization is so closely 
interlaced with that of Europe, and 
so dependent from day to day on 
its proper functioning that we cannot 
ignore conditions there. Europe al- 
ways has been and, for many years to 
come, will be more important to us 
than any other continent. 


3 


Our second chapter cited conditions 
abroad as they are represented by 
many observers and as they are re- 
vealed by a brief examination of ex- 
change rates, trade movements, bank 
reserves and government budgets. 
This survey showed such grounds for 
concern that there seems ample war- 
rant for looking more carefully into 
the situation. 

Necessarily some limits must be set 
to such a study, and this has been done 
by choosing Italy, France, Germany, 
Great Britain and Belgium for special 
examination. This selection has been 
determined by a number of considera- 
tions. Eastern Europe has been elimi- 
nated because of the ‘difficulties of 


al | 
e- 
» 
y 7 

| i 

| 

| 

| 


18 Tue ANNALS OF THE AMERICAN ACADEMY 


presenting an accurate picture of con- 
ditions where there is so much chaos, 
and because there is general agreement 
regarding the unfortunate state of af- 
fairs there. No attempt has been 
made to analyze conditions in such 
newer states as Czecho-Slovakia and 
Jugo-Slavia, because of their brief his- 
tory and the consequent difficulties of 
reaching many conclusions as to what 
is at all normal for them, and because 
uncertainties may reasonably be ex- 
pected in their early history. More- 
over, their future depends largely on 
the stability of the older countries 
about them. Another reason for the 
choice is that the direct trade relations 
of the United States with the countries 
analyzed are for the most part more 
important than with the others. Fi- 
nally, the writer has recently been in 
the countries chosen, and has had 
opportunity to check his conclusions. 
His choice of countries visited was of 
course determined by the considera- 
tions just mentioned. 


Iraty’s Resources AND PoPpULATION 


First in the list is Italy. Her area 
prior to the war was 110,623 square 


- miles, and her estimated population 


was 34,671,000, a square mile density 
of 318, which compares with about 
31 for the United States in 1910. 
This dense population lives in a coun- 
try which lacks fertility of soil, has no 
coal, and possesses but a very small 
amount of minerals. In the face of 
these physical handicaps she has sup- 
ported a large population only at a low 
standard of living, the per capita in- 
come being estimated at $112 per year 
just prior to the war.' (Per capita 


1See Income in the United States, by the 
National Bureau of Economic Research, In- 
corporated, p. 85. This estimate is adapted 
from that in an article by Sir Josiah Stamp in 
the Journal of the Royal Statistical Society, 
July, 1919. 


income for the same year in the United 
States was $335.) Considerable relief 
from the strain of supporting her grow- 
ing numbers was secured by an emi- 
gration averaging 692,340 per year 
from 1910 to 1913. This not only 
kept down somewhat the number of 
people to be supported from the pro- 
ductivity of the home country, but 
these emigrants sent back each year 
considerable sums that aided in offset- 
ting a heavy unfavorable balance of 
trade. A country lacking in coal 
could hardly be expected to develop 
large industries, yet Italy has in recent 
years done this, although having to 
rely on heavy imports of fuel while 
developing with considerable rapidity 
her large sources of water power. 

Under these conditions Italy was, 
prior to the war, a country which was 
importing each year goods worth 
about 1,200,000,000 lire more than 
the value of her exports. This excess 
of imports amounted to 1,134,000,000 
lire in 1913, and averaged 1,207,000,- 
000 lire for the period 1909 to 1913. 
In order to make her problem of to- 
day clear, it is worth while to notice 
the nature of her foreign trade as it is 
shown by the following table: * 


MERCHANDISE ImporTs AND Exports— 
ANNUAL AVERAGE, 1909-13 


(Million Tire) 


Merchandise Imports Exports 
a 694 649 
Raw materials........| 1,275 316 
Semi-manufactured 

636 582 
Manufactures ........ $14 665 
3,419 2,212 


? This table is taken from an article by Walter 
B. Kahn in The Review of Economic Statistics, 
April, 1921, p. 88. The article by Mr. Kahn is 
largely based on a study by Professor Giorgio 
Mortara entitled Prospettive Economiche. 


: 
a 
= 
a 
y 
iy 
@ 
| 


WesTERN EvROPE AND THE UNITED STATES 19 


The poverty of the soil of Italy and 
her lack of coal and minerals, together 
with the extensive industrialization, 
particularly in the northern part of 
the country, made necessary the im- 
portation of fertilizer, coal, iron, cot- 
ton, wool, cereals, etc., as well as 
shoes, cotton and woolen goods, ma- 
chinery and other manufactured ar- 
ticles. It should be noticed that a 
considerable amount of food (694,000,- 
000 lire) and raw materials worth 
1,275,000,000 lire were being imported 
annually. Italy was depending on the 
outside world for an important amount 
of food and raw materials, and on 
foreign markets for foodstuffs, raw 
materials and manufactures amount- 
ing to 2,212,000,000 lire. Her com- 
bined imports and exports amounted 
to 5,631,000,000 lire, which is 162 lire 
or about $32 per capita. 

A difference of 1,207,000,000 lire 
had, of course, to be made up by cer- 
tain so-called invisible items, there 
being four in Italy’s case—remittances 
of her emigrants who sent funds back 
home, expenditures of tourists in Italy, 
freight earnings of her merchant marine 
and interest onher investments abroad, 
the first two being the most important. 


Iraty’s STaTE FINANCES 


Another aspect of Italy’s pre-war 
situation that calls for attention is the 
condition of her government financing. 
Her fiscal history has been one of ex- 
tremes, varying from periods when the 
budget was well-balanced to the other 
extreme, when the deficits were large. 
In the three-year period 1911-14 just 
before the war, the deficits totalled 
583,440,000 lire? By 1913 the gross 


* For an excellent analysis see “The Growth 
and Present Situation of the Public Finances of 
Italy,” by Luigi Einaudi in The Economic 
Journal, December, 1915, p. 493. The state- 
ments of the government deficit are taken from 
that article. 


debt had become 15,069,000,000 lire, 
which was 434.7 lire or $83.90 per 
capita.‘ 

We have concentrated attention 
on just two features of the Italian pre- 
war situation, because they are the 
ones of most importance today, par- 
ticularly to the United States. They 
may be summarized briefly. Italy 
is a densely populated country with 
a low standard of living. Before the 
war she had regularly an unfavorable 
balance of trade, the annual excess of 
imports being met by remittances of 
emigrants and by expenditures of 
tourists. Her tax system was on the 
whole a good one, but she had accumu- 
lated a very large public debt that was 
probably as heavy as her people could 
carry without a serious strain. 

Details of Italy’s war economics 
need not be recited, but we may keep 
our attention centered on the two 
items just mentioned—her balance 
of trade and her government finances. 
Her world interest centers on her 
ability to pay her way by delivering 
each year to the people of other coun- 
tries goods and services whose value 
is sufficiently great to pay for the 
goods and services furnished by other 
peoples to her, and in addition meet 
at least the interest on her obligations 
held abroad. An analysis of these two 
questions will take us into several 
other features of her economic life, 
but they should be kept in mind as 
the important matters about which 
our interest centers. 


Iraty’s TrapE BaLance SINCE THE 
War 

What is the condition of her balance 

of trade? The table on page 20 gives 

the figures for the period 1913 to 1921. 

It should at once be pointed out 


‘League of Nations, Memorandum on Public 
Finance, 1922, pp. XVII and XVIII. 
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that these statistics furnish a number 
of difficulties. One is the change in 
the methods of calculating values em- 
ployed by the Italian Statistical De- 
partment after July 1, 1921. The 
figures have, however, been corrected 
for this, and the items for 1921 and 
1922 are comparable with those of 
previous years. 

A difficulty much harder to correct 
is that afforded by the fluctuating 
value of the lire. Although in 1920 
the import balance was over 15,000,- 
000,000 lire, compared with a pre-war 
balance of 1,200,000,000 lire, and so 


lire import balance of 1920 is reduced 
to 28.4 per cent of that amount, the re- 
sulting 4,273,488,864 lire® is a sum more 
accurately comparable with the 1,207,- 
000,000 lire, which was the annual 
average for the period 1909-13. It 
will be noticed that this amount for 
1920 is about three and one-half times 
as large as that for the earlier date. 
A similar calculation for 1921 gives 
1,655,637,984 lire, or about one and 
one-third times the pre-war balance. 

It should be repeated that this is a 
very rough and very arbitrary cal- 
culation from which hasty conclusions 


Trauian Foreian Trape * 


(lire, 000’s omitted) 


Year Imports Exports Import Balance 
1913 3,645,624 2,511,636 1,133,988 
1914 2,923,344 2,210,400 712,944 
1915 4,703,532 2,533,440 2,170,092 


* These figures are prepared from the monthly averages as given in the League of Nations Monthly Bulletin of 


Statistics, June, 1922. 


seems to be over twelve times as large, 
the burden must be considered in the 
light of the fact that in 1920 the lire 
was very greatly depreciated in terms 
of gold. Just how much to allow for 
this depreciation cannot readily be 
determined, but the difficulty in- 
volved may be clearly illustrated by 
very arbitrarily taking an average be- 
tween the high and the low quotations 
for lire during 1920. The highest 
level was at the beginning of the year 
and was 39.1 per cent of gold parity, 
while the lowest was at the end, and 
was 17.7 per cent of gold parity. A 
simple arithmetical average of the two 
is 28.4 percent. If the 15,047,496,000 


should not be drawn. It indicates, 
however, that the unfavorable trade 
balance to be offset in 1920 was by no 
means so serious as the figures suggest 
if one allows for the depreciated lire. 
On the other hand, the 1,655,000,000 
lire balance secured for 1921 is prob- 
ably smaller than that of the average 


5 Dr. Francesco Giannini, in The Manchester 
Guardian Commercial, “Reconstruction in Eu- 
rope,” Section One, p. 24, estimates this at 
3,841,000,000 lire, and points out that in that 
year “remittances from emigrants were greatly 
reduced and the receipts from the tourist traffic 
were then almost negligible.” It should be em- 
phasized that our estimate in the text makes no 
pretense at being exact, but is presented merely 
to illustrate the principle involved. 
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year in the future, because 1921 was a 
year of such world-wide trade de- 
pression. A return of business to a 
more normal condition would pre- 
sumably mean an increase of both 
imports and exports and probably a 
larger difference between them than 
that of 1921. 

It seems, therefore, fair to conclude 
that developments to date indicate 
that Italy’s trade balance shows a 
considerably wider gap to be filled 
by invisible items than in the years be- 
fore the war. These items are chiefly 
two—emigrants’ remittances and tour- 
ists’ expenditures in Italy, and the 
depreciation of the Italian lire will 
correspondingly increase these amounts 
since the funds come from abroad. 
In each case the foreign money must 
be converted into lire and the greater 
the depreciation of Italian exchange 
the more lire can be secured. This 
is true, of course, only in so far as 
these payments have been and con- 
tinue to be from countries whose 
currency is at a premium in terms of 
the lire. Unfortunately, calculations 
are impossible because of a lack of 
sufficient data. 

The evidence thus far does not prove 
that Italy’s trade balance is impossible 
of adjustment by means of invisible 
items. But there are several unknown 
factors. Italy relies on imports of 
foodstuffs, raw materials and coal, 
whose prices in the years to come are 
among the uncertainties.’ Like the 
other countries of Western Europe, 
she has developed an industrial life, 
and relies on importations of foodstuffs 
and raw materials and on exports of 
articles locally grown or manufac- 
tured. Restoration of -trade is less 
vital to her than to England, but much 
more so than to France. 


* See e.g. the article in this volume, by Pro- 
fessor J. A. Todd, and his comments on the 
future of raw cotton. 


Much depends then on freedom of 
trade and moderate prices for the 
articles that Italy must import. Also 
much depends on her total annual 
payments abroad not being increased 
by any other amounts to a sum ap- 
preciably greater than the amount we 
have named. But thus far Italy has 
not been paying interest on the gov- 
ernment’s foreign debt and if these 
payments are started the strain will 
be correspondingly increased. With 
the exception of small sums due to 
Sweden and the Netherlands, this 
debt amounted on June 30, 1921, 
to approximately $3,434,046,000 (£ be- 
ing converted to dollars at $3.66). 
Interest on this at 5 per cent is $171,- 
702,300. Converted into lire at the 
level used above for the year 1921 
(which was 23.4 per cent of gold 
parity), there is an extra annual 
burden of 3,804,134,000 lire to allow 
for. If one assumes the mint par 
of 19.3 cents for the lire, the burden 
would be 889,649,000 lire. As already 
pointed out, Italy’s ability to meet her 
other obligations is not clear, although 
we might be inclined to give her the 
benefit of the doubt. This extra 
burden is an impossible one unless there 
are prospects of a great improvement 
in Italian economic conditions, and 
to this we may now turn our attention. 


Tue INTERNAL Economic Sitva- 
TION ’—-AGRICULTURE 


In Italian agriculture 1920 was the 
poorest post-war year, 1921 showing 
a marked improvement. In the latter 
year a few crops were nearly back to 
or even above the 1913 yield, but most 
of them were still below. The table on 
page 22 shows the yields of a number 
of them. 


7 At the time of this writing statistical in- 
formation for 1922 is for the most part not 
available, and we must rely chiefly on data up 
to and including 1921. 
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Yrevp or Privcipat Farm Crops 


(in thousands of quintals) 
Farm Crops 1913 1920 1921 be ro 
1,420 1,158 1,431 100 
Rice 5,432 4,512 4,700 86 
Maize 27,532 22,683 24,000 87 
Seed beans 4,509 2,595 4,000 88 
cebe cet 79,992 65,670 52,000 65 


* Yield in thousands of hectolitres. 


In most particulars this table is 
very encouraging. Of the thirteen 
crops named, ten are well back to the 
1913 standard, two of the least im- 
portant, rye and hemp, being equal 
to or above it. Three of the most 
important, however, sugar beets, 
grapes and wines, are still far below. 
The sugar beet crop for 1921 was well 
above that of 1920, and seems to be 
coming up as acreage increases, but 
the grape and wine yield are very low 
in spite of the fact that the acreage 
reported was nearly as great in 1921 as 
in 1913. This poor showing was, how- 
ever, probably due largely to the 
drought, as there was a marked 
decrease in 1921 from the output of 
1920, which was some 80 per cent 
of 1913. 


MINING 


Italian agriculture is recovering, 
and encourages the conclusion that 
it will shortly attain the standards of 
pre-war days, although there seems to 
be nothing as yet to indicate that pre- 
war output will be surpassed. But 
in recent years industry has played 
an increasingly important part in 


Italian economic life, and should next 
claim our attention. A pamphlet 
entitled Features of the Italian Eco- 
nomic Situation states: 

Not only had the quantity of Italy’s ex- 
ports and imports changed, but their 
quality had been likewise altered as a 
result of the progressive industrialization 
of the country. Raw materials and semi- 
manufactured goods, which in 1892 ac- 
counted for only 51.6 per cent of our im- 
ports, had risen in 1913 to 57.3 per cent of 
the total. Our exports of manufactured 
goods, which in 1892 were only 12.7 per 
cent of the total, had risen in 1913 to 32 
per cent. 

This same pamphlet furnishes sta- 
tistics of the output of the Italian 
mines, from which the nine most im- 
portant minerals have been chosen, 
the column of percentages having been 
added, as shown by the table on page 23. 

It will be noticed that conditions 
in mining are much less satisfactory 
than in agriculture. In only two in- 
stances is the productivity greater 


* This pamphlet is published by the “ Associa- 
tion of Italian Joint Stock Companies—Gen- 
eral Confederation of Italian Industries,” and 
is an interesting, valuable and very frank state- 
ment of economic conditions in Italy. 
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Leapinc Propucts or MINES AND QUARRIES 


(metric tons) i 
Percentage 
Mineral 1913 1920 1921 of 
1921 to 1913 
Lead... . 44,654 40,064 26,500 59 
Zine. . 95,985 69,000 43 
Iron pyrites. . $21,589 448,600 141 | 
Sulphur and crushed ‘sulphur a er 406,406 296,592 313,400 77 iid 
Lignite. . 708,079 | 1,739,922 | 1,134,250 160 
— and bituminous rock. “a 171,097 107,626 92,400 54 it 
Marble. . 352,421 254,000 49 | 


than that of 1913—iron pyrites and 
lignite—and both of these are con- 
siderably below recent high levels. 
The output of the former was 500,782 
tons in 1917, and of lignite 2,171,397 
tons in 1918. The lignite output was 
less in 1921 than in 1920. 

Turning from mining to manu- 
facturing, we find a better situation 
in textiles, which have suffered se- 
verely from the world-wide depression 
but seem to be recovering, especially 
silk and cotton, while the condition 
of woolen goods and chemicals is not 
unduly discouraging. Glass, pottery, 
paper and musical instruments are 
apparently facing more serious ob- 
stacles, particularly because of foreign 
competition, while the metal trades 
are still very weak.® 

Because of its bearing on both the 
economic and financial situation in 
Italy, special reference should be made 
to the metal industry. This industry, 
it must be remembered, has been de- 
veloped in spite of serious handicaps. 
Italy’s supply of iron ore is satis- 
factory neither in quantity nor quality, 


See Report on the Commercial, Industrial 
and Economic Situation of Italy in December, 
1921, by J. H. Henderson, Commercial Secretary 
to H.B.M. Embassy, Rome. Department of 
Overseas Trade, London, p. 27. 


and she has no coal. She imported in 
1919 a total of 216,700 metric tons 
of cast iron in pigs and 306,700 metric 
tons of iron and steel in semi-manu- 
factured form. Her imports of coal 
the same year were 6,226,500 metric 
tons. 

During the war the metal trades 
were stimulated and greatly expanded. 
The cessation of war orders and the 
general industrial depression beginning 
in 1920 meant a collapse, and brought 
with it disastrous consequences, not 
only to such companies as the Ilva 
and the Ansaldo, but to the banks 
with which they were closely associ- 
ated. 

As yet the difficulties of the great 
metal concerns have not been fully 
adjusted. Their failure would mean 
such widespread disaster that it may 
be assumed that every effort will be 
made by the banks and by the govern- 
ment to save them. There are, how- 
ever, certain fundamental weaknesses 
that cannot be ignored in an appraisal 
of the situation. Italy lacks coal and 
does not have an adequate supply of 
iron ore. Her hydroelectric plants 
when sufficiently developed will in time 
offset partially the lack of coal, but 
the basis for industry is weak as com- 
pared with Germany, the United 
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States and England, whose compe- 
tition will always be a peril. Tariffs 
on manufactured steel products may 
save the home market, but only 
with a consequent burden of high 
prices. 

Just how weak the situation still 
is in the metal industry is well illus- 
trated by certain statements recently 
made by a director of one of the very 
largest of these companies. This di- 
rector expressed a very high degree 
of optimism over the improvement 
in business and the outlook for the 
immediate future. In reply to ques- 
tions he explained that orders were 
coming in, especially from the govern- 
ment, for railroad equipment. When 
asked how a government facing a 
deficit of 5,000,000,000 lire for the 
year (this being the amount made 
public at that time) could pay for 
large amounts of equipment, he ex- 
plained that of course payment was 
made, not in cash, but in government 
bonds. When he was reminded that 
this did not give his company working 
capital, he further explained that 
these government bonds were dis- 
counted at the banks to get funds for 
further operations. How long this 
method of supplying business can 
be maintained depends on the credit 
of the government and the strength of 
the banks. 
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Assistance of this sort to the metal 
industry and to the railroads from 
the government and the banks has 
a threefold justification, in spite 
of its weaknesses. One is the fact 
that these large concerns did fur- 
nish valuable aid during the war and 
there may be a certain amount of 
public responsibility for giving them 
assistance today. A second reason 
is the serious consequences to Italian 
finance and industry if they should 
fail. The third is the real need for 
reconstruction on the railroads and 
the indirect advantages to Italy as a 
whole to be gained by bringing them 
back to pre-war standards or even 
improving them. 

But there is still a heavy drain on 
Italy in this connection. In 1913-14 
the railways were being operated at 
a profit, though a small one, perhaps 
less than 1.5 per cent."° The change 
since that time is shown in the com- 
parative figures " in the table below. 

A deficit must be met from some 
source, and this one is carried by the 
state. In the government budgets for 
1921-22 and for 1922-23 the items of 
expenditure shown in the table on page 
25 appear under the heading “‘Contri- 
butions to Public Undertakings”’: ex- 
penditures for other public utilities than 
the railroads are for convenience in- 


Rattway Recerprs anp 
(lire, 000,000 omitted) 


Surplus (+) 

Year Receipts Expenditures or Deficit (—) 


® See Einaudi, op. cit., p. 503. 


Taken from Features of the Italian Economic Situation already referred to. 
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cluded.* The figures are given in 
thousands of lire, i.e., with 000 omitted. 

How justifiable these exact sums 
are the writer does not know, and 
merely records the facts with the 
comment that these appropriations 
mean a certain amount of additional 
strain on the treasury, and also the 
diversion of considerable amounts of 


of the business depression. Because 
of her location, her long coast line, 
her good harbors, the necessity of im- 
porting foods and raw materials and 
of marketing many products abroad, 
she has felt the importance of a large 
merchant marine. On June 30, 1922 
she had 2,600,000 tons, as compared 
with 1,428,000 gross tons in 1914, 


GovERNMENT APPROPRIATIONS FOR Pusuic Uriiries 
(lire, 000" s omitted) 


Budget Estimates for the Financial 
Years Ending: 
Contributions to Public Undertakings: 
June 30, 1922 June 30, 1923 
Postal, Telegraph and services.......... 101,422 353,882 
Railways for Capital Outlay . 369,891 660,000 
Construction of New Railways. 90,000 300,150 


capital and labor to railway reconstruc- 
tion and improvements. Only a rail- 
way expert can pass judgment in detail. 

Again attention must be called to 
the fact that the amounts mentioned 
must for some purposes be discounted, 
especially when one is comparing the 
post-war period with pre-war days. 
The depreciation of the lire is from its 
old parity of 19.3 cents to the current 
quotation (which at the moment of 
this writing is 4.20 cents). Later we 
shall stress the other side of this 
question, but in this connection it 
may be emphasized that the price 
level of Italy is high, and that a deficit 
of 1,000,000,000 lire or a state ex- 
penditure of a similar amount is in 
the immediate present only about 
one-fifth as heavy a burden as the 
same amount would have been in 1913. 


ITALIAN SHIPPING 
Like that of other countries, Italian 
shipping is suffering from the effects 


League of Nations, Memorandum on Public 
Finance, p. 78. 


an increase of 1,172,000 tons or 82 
percent. In June last it was estimated 
that one-quarter of her merchant 
ships were idle,"* while unemployment 
in the shipbuilding industry was par- 
ticularly serious."* Government sub- 
sidies of 20,000,000 lire in 1914 have 
been increased and it is now proposed 
to pay out 325,000,000 in the period 
1922-26.'° These suggest the problems 


%See The New York Herald (Paris edition), 
June 7, 1922. 

™ An interesting difficulty is faced by some of 
the Italian passenger lines. In May last the 
writer was invited to visit a passenger vessel 
just being completed in one of the shipyards at 
Genoa. This ship had been started before Italy 
entered the war, construction being halted for 
several years and lately renewed, the intention 
at that time being to place it in the Italy-New 
YorkserviceinJune. The vessel wasconstructed 
to carry 70 first class passengers and 1,300 steer- 
age. With the recent American limitations on 
immigration the earning capacity of such a 
vessel largely disappears if, as the steamship 
companies contend, their profits come chiefly 
from the third class traffic. Several sister ships 
of the one visited were being completed and were 
to be put into service a little later. 

% Commerce Reports, August 14, 1922, p. 475. 
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that are being faced, and the additional 
strain placed on government finances. 


UNEMPLOYMENT 


A word should be said about un- 
employment. The industrial situa- 
tion as described suggests that there 
must be a very considerable number 
of unemployed in Italy, but it is im- 
possible to find estimates over a very 


long period of time. The figures - 


below are the only ones available, 
and are taken from the Federal Reserve 
Bulletin, August, 1922, p. 948."°  Ital- 
ians state that comparisons even 
during the period included are apt 
to be misleading, but no one denies 
that the amount of unemployment 
has been and is serious. It may be 
added, as pointed out in the Federal 
Reserve Bulletin from which the figures 
are taken, that the decline since Feb- 
ruary is hard to interpret. “It re- 
mains to be seen whether this decrease 
in unemployment represents an im- 
provement in industry or a readjust- 
ment of labor, by the return to the 
farms of workmen drawn into industry 
during the period of war time inflation.” 
A reduction, however, if a real one, 
does mean a lessening of distress, 
and it may also mean in this case a 
shift that in the long run is better 
for Italy. 
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Two years ago another serious fac- 
tor was involved—revolutionary radi- 
calism. Today the consensus of opin- 


' jon seems to be that this need no 


longer be feared. Labor agitation 
and strikes are frequent and may be 
expected to continue, but there is said 
to be no probability of a renewal of 
agitation for proletarian seizure and 
operation of factories. There is, how- 
ever, a strong socialist movement of 
a more conservative sort, and the 
struggles and frequent clashes _be- 
tween the Fascisti and the Socialists 
are an unfortunate and retarding in- 
fluence in Italian economic life. 


A SuMMARY OF THE EcoNoMIC 
SITUATION 


This survey is one which has so far 
as possible considered the economic 
situation in Italy as distinct from the 
financial, which must be examined 
next. But first the survey may be 
summarized by stating that Italy is a 
country of limited natural resources. 
Its dense population has a low standard 
of living, and any payments abroad, 
as, for example, for interest and princi- 
pal of war debts, must come from an 
increase of productivity, rather than 
from an economy that would reduce 
Italian standards of living. 

In the past there has been regularly 


UNEMPLOYMENT IN at First or Eacn Monta 


1921 1922 

Month Number Month Number 


* Figures for June, July and August are taken from Oommerce Reports. 
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an excess of imports, this excess being 
paid for chiefly by foreign tourists 
traveling in Italy, and by the remit- 
tances of Italian emigrants residing 
in other countries. It is quite doubt- 
ful whether these sources of income 
will be sufficient to meet this un- 
favorable trade balance during the 
next few years, and it is certain that 
Italy cannot for some time, if ever, 
make payments on her foreign debts. 
This is a matter of simple economic 
fact, and not a question of legal or 
moral obligation. 

Moreover, an increase in productiv- 
ity can be secured only in the face 
of certain serious handicaps. Foreign 
travel in Italy may increase and be 
of some assistance, but for some time 
to come the merchant marine may be 
a source of expense rather than of in- 
come. The present attitude of the 
United States toward immigration 
prevents any large influx of Italians 
who will in any direct way pay us 


with their labor. 


ITALIAN FINANCES 


The problem is further complicated 
by the financial situation, which may 
be examined under three heads— 
private finance, banking and govern- 
ment finance. 

During the war period and for about 
two years after prices rose in Italy 
as in other countries. There was a 
rapid and extreme rise in prices to the 
high point in 1920 (the index number 


was 624.4, with 1913 taken as 100). 
In other words, prices became more 
than six times pre-war, whereas in the 
United States they reached no more 
than about two and one-half times 
pre-war, and in the United Kingdom 
only slightly more than three times 
pre-war. A second noteworthy fea- 
ture is that the price level is still more 
than five times pre-war, the figure for 
June, 1922, being 537.4. This may 
or may not be fortunate for the people 
of Italy, but certain implications follow 
that will be pointed out later. A third 
feature is the sharp fall beginning in 
January, 1922, and continuing into 
April, the decline in May being rather 
slight. Since then the trend has been 
upward. 

In a period of rising prices certain 
phenomena ordinarily appear. One 
of them is a period of at least apparent 
prosperity during which business is 
active and profits increase. Since 
prices are higher all operations call 
for a larger expenditure of money, and 
corporations adjust their capitali- 
zation accordingly. It is said that 
they “need more capital,” and they 
get it by increasing their capital issues, 
i.e., by putting out more stocks and 
bonds. 

The extent to which this has been 
done is indicated by the summary 
below, which gives the number of 
Italian joint stock companies and their 
issued capital on certain dates.” 

An examination of these figures 


CAPITALIZATION oF ITALIAN CoRPORATIONS 


Dete Number of Issued Capital 

Companies (in lire) 


17 Features of the Italian Economic Situation, pp. 28 and 29. 
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shows that from 1914 to 1921 the 
number of corporations more than 
doubled, while their issued capital 
nearly quadrupled, the increase being 
272 per cent. From 1919 to 1921 
there was an increase of 39.5 per cent 
in the number of corporations and 
of 59.3 per cent in the volume of 
issued capital. These increases con- 
tinued through January of the current 
year (1922), but in February a reverse 
movement set in. As early as in the 
latter half of 1921 reductions appeared 
in some directions, but were still offset 
by increases in others. 

These figures do not seem very large 
when compared with the rise in the 
price level, but are significant when 
one remembers that prices have not 
yet fallen to any very great extent. 
These corporations have obligated 
themselves by bond issues to pay out 
very large sums in interest payments. 
Failure to pay these amounts when 
due means bankruptcy, while in- 
ability to pay a reasonable rate of 
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return on outstanding stock means a 
fall in the quoted prices of the stock 
and general financial embarrassment. 
It is probable that many of the weaker 
concerns would succumb if prices 
should decline, while even the strongest 
would be compelled to write off large 
amounts in their balance sheets, as 
has been done by many of the largest 
and strongest corporations in the 
United States and in Great Britain. 
Italian corporations have not yet gone 
through this period of readjustment, 
and if prices start downward numer- 
ous bankruptcies will probably occur. 
There have, of course, been some, the 
most spectacular being the failure of 
the Banca Italiana di Sconto™ and 
the well known difficulties of the Ilva 
and Ansaldo companies, but there 
has been no general readjustment. 
Yet the pressure is already being felt 
as is shown by the rapid growth in 
the number of business failures in 
1921 and 1922."° 

There is already to be noticed an 


Noumser or Boustness Fartures tn 1921 1922 


1921 1922 
Number of Number of 
Month Failures Month Failures 

January. 73 January . 237 
February 77 February 252 
March. . 103 March. . 306 
April. . 110 April. . 277 
May.. 107 291 
June. . 153 June. . on 303 
175 July... 326 
173 
198 


18 For an account of the failure of the Banca di Sconto, see an article by Piero Sraffa in The Eco- 


nomic Journal, June, 1922, p. 178. 
1 Furnished to the writer by Mr. Charles E. Lyon, Acting Chief, Western European Division, 


Bureau of Foreign and Domestic Commerce, Washington. 


| 
‘ 
| 
> 
> J 
> 
| 
+ 


WeEsTERN EvRoPE AND THE UNITED STATES 29 


ominous increase in the number of 
reported failures. There is a decline 
in the numbers for August, the move- 
ment perhaps having been checked by 
the recent advance in prices. 

There has been no great deflationary 
movement so far as commodity prices 
are concerned, and the decline this 
year in the volume of new security 
issues is characterized by the Federal 
Reserve Board® as “a drying up of 
capital investments rather than any 
deflation of commodity prices.” If 
prices fall these corporations will ex- 
perience difficulty in maintaining their 
obligations, even though the volume 
of business should remain unaltered. 
If, as is probable, a price decline 
means a smaller physical volume of 
business and a very acute depression, 
the effects will be still worse. 


BANKING CoNnDITIONS IN ITALY 


Next we may examine the conditions 
of Italian currency and banking. 


Paper money in Italy is issued by the 
government and by three banks of 
issue—the Bank of Italy, the Bank 
of Naples and the Bank of Sicily. 
The issues on certain specified dates 
are shown in the table*' below. 

This table has several features of 
interest. Note issues, both state and 
bank, increased rapidly during the 
war and until the end of 1920, when a 
maximum of 22,277,000,000 lire was 
reached. There then came a decline 
followed by another increase in De- 
cember, 1921, when the total nearly 
reached the high level of the year be- 
fore. There has this year been another 
decline to about the level of June, 
1920. These figures cannot be fully 
understood without the aid of the 
compilation of the note issues of the 
banks (State notes are not included 
since they did not change in amount 
during the period” as shown by the 
table on page 30.) 

This table makes clear that the 


Notes tn In ITALY 
(in lire, 000,000’s omitted) 


Dates State Notes ty Total 
499 1,764 418 101 2,782 
ee 657 2,162 629 145 3,593 
1,082 3,040 771 157 5,050 
Dec. $1, 1916 1,317 3,876 946 190 6,329 
1,841 6,539 1,575 310 10,265 
Dec. $1, 1918............ 2,337 9,223 2,102 425 14,087 
2,534 12,692 2,977 612 18,815 
March $1, 1920.......... 2,532 12,045 3,163 724 18,464 
June $0, 1920............ 2,538 13,828 3,284 705 20,355 
2,545 14,903 3,287 722 21,457 
| 2,545 15,437 3,526 768 22,277 
March $1, 1921.......... 2,546 14,483 3,524 757 21,310 
June $0, 1921............ 2,544 13,927 3,432 800 20,703 
2,545 14,322 3,123 711 20,701 
4. Se 2,545 14,847 3,576 786 21,754 
March $1, 1922.......... *18,112 20,658 
June $30, 1922............ 17,664 20,210 


*The figures for 1922 are for the three banks combined. 

® Federal Reserve Bulletin, August, 1922, p. 947. 

" The figures for 1913 to 1921 are taken from the League of Nations, Memorandum on Currency, 
pp. 40 and 41, and those for 1922 from the Federal Reserve Bulletin, August, 1922, p. 1018. 

* Taken from Federal Reserve Bulletin, August, 1922, p. 1018. 
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Nore Issves or Irauian Banks 
(in lire, 000,000's omitted) 


Dates Commercial Circulation for 
circulation account of the state 
9,785 8,395 
10,304 8,505 
June 30, 1922........ 9,615 8,049 


decline of circulation in 1921 was due 
to a decrease in the “circulation for 
account of the state,” the Italian 
Government first reducing its obli- 
gations to the banks by 2,000,000,000 
lire, and later reducing them by nearly 
700,000,000 lire more. The commer- 
cial circulation, on the other hand, 
is 770,000,000 lire higher than in De- 
cember, 1920. Its general tendency 
has continued upward, with a partic- 
ularly large increase in December, 
1921, due to the fact that at the time 
of the failure of the Banca Italiana 
di Sconto the banks of issue assumed 
some of its liabilities. In so doing they 
temporarily increased their note issues. 

There has been no reduction of the 
notes issued for commercial purposes, 
nor has there been a satisfactory re- 
duction in the deposit liabilities of 
the banks. Satisfactory statistics of 
deposits are not available but it is clear 
that commercial demands have not 
been greatly lessened. Just as the 
joint stock companies have assumed 
heavy liabilities that may prove ex- 
tremely dangerous if prices fall, so 
the banks are still responsible for 
large amounts. Prices started to fall 
early this year (1922), but the move- 
ment has been checked. We shall, 
of course, attempt no prediction as to 
the future, but merely point out the 
grave difficulty that the banks are 
facing in handling the problems that 


already exist, and the even greater ones 
if prices should decline.” 

While not desiring to minimize the 
importance of this lessening of the 
liabilities of the state, it is clearly wise 
to examine next the conditions of the 
state finances. This is important in 
itself, and also because in a crisis 
states are prone to turn to the banks 
for relief. In this case the Italian 
Government would doubtless expect 
help, particularly from the three 
large banks of issue. If the reduction 
early in 1921 of its liability to the banks 
marked a real recovery, and that im- 
provement has continued, there is 
every reason for satisfaction. If, on 
the other hand, the liabilities of the 
government were not reduced, but 
have increased, and if there is still a 
possibility of the state returning to 
the banks for assistance, our en- 
thusiasm will be modified. 


GOVERNMENT FINANCES 


We need not dwell at length on the 
growth in the government expendi- 


%3 Recent cable reports from Trade Commis- 
sioner A. A. Osborne at Rome indicate that the 
banking situation is still not satisfactory: “It is 
reported that the government has recently acted 
to prevent a banking crisis. One bank is said 
to have been in serious circumstances.” This 
bank is the new Banca Nazionale di Credito, 
which was founded to take the place of the bank- 
rupt Banca di Sconto. Commerce Reports, 
September 11, 1922, p. 701. 
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tures during and immediately after 
the war. Italy's experiences were the 
same as those of other belligerents— 
rapidly mounting expenditures, large 
annual deficits, enormous bond issues, 
huge debts, both funded and floating. 
For several years prior to 1914, during 
the period of the Lybian war and 
railway reconstruction, expenditures 
exceeded receipts as follows:™ 


however, an industrious population 
and a relatively good tax system, and 
was carrying her burdens. 

Some of the changes brought by the 
war are shown in the budget figures for 
two years in the table at the foot of 
this page. 

There was in 1921 a slight increase 
in expenditures but a large increase in 
revenues, with a resulting decrease in 


GovERNMENT Recerprs AND ExpENDITURES—PRE-WAR 


(in millions of lire) 


Surplus (+) 
Income Expenditure or 
Deficit (—) 
2,403 .39 2,391.82 + 11.57 
2,475 .39 2,587 .18 —111.83 
2,528 .87 2,726 . 37 — 257.70 


There were at least three years of 
annually recurring deficits and a debt 
that in 1914 totalled 15,069,000,000 
lire (of which 14,130,300,000 lire was 
funded and 939,600,000 unfunded),™ 
and the cost of the public debt service 
in the preceding year, 1913-14, was 
530,769,000 lire.* Italy thus had a 
heavy pre-war debt and a large debt 
charge on her budget. She had, 


the annual deficit, which, however, 
was very large. It was hoped that a 
marked improvement would appear in 
the next two years, and the budget 
estimates as shown by the table on 
page 32 were presented by the Minister 
of the Treasury in his budget speech on 
December 1, 1921.?’ 

These estimates, which had been 
submitted to Parliament on November 


GoverRNMENT Recerpts AND 1921 


(in millions of lire) 


Revenue Expenditure Deficit 
9,520 28,450 18,930 
18,071 29,829 11,758 


* Proceedings of the International Financial Conference, Brussels, 1920, Volume III, & XI. 

t From the budget speech of Signor De Nava, Minister of the Treasury, before the Chamber of Deputies on 
December 1, 1921, quoted by Professor Einaudi in an article “The Financial Prospects of Italy,” in the fifth Re- 
construction Supplement of The Manchester Guardian Commercial. 

* Luigi Einaudi, “The Public Finances of Italy,’’ The Economic Journal, December, 1915, p. 496. 

5 League of Nations, Memorandum on Public Finance, p. XVI. 

% Additional Exposé to the Financial Statement, December 8, 1921, of His Ex. De Nava, Minister of 


the Treasury, Italy. 


” Also from the article by Professor Einaudi in The Manchester Guardian Commercial. 
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Bupeer Estimates as Presenrep Decemper, 1921 
(in millions of lire) 


Revenue Expenditure Deficit 


26, 1921, anticipated only a small de- 
cline in revenue but a very consider- 
able reduction in expenditure. Also, 
they include in revenue each year 
1,000,000,000 lire reparation payments 
from Germany and Austria. As the 
months have passed the official an- 
nouncements were modified. In the 
spring of 1922 corrections were made 
and the prospective deficits for the 
two years were stated to be five bil- 
lion lire and three billion lire respec- 
tively, one an increase and the other a 
decrease. In July, 1922, consternation 
was aroused by the unexpected an- 
nouncement in Parliament by Signor 
Peano, Minister of the Treasury, that 
the deficit for 1921-22 was 6,500,- 
000,000 lire (87 per cent more than 
the estimate of November, 1921), 
and that the estimated deficit for 
1922-23 was 4,000,000,000, (192,- 
000,000 lire more than the estimate of 
November, 1921, and _ 1,000,000,000 
lire more than the estimates of only 
a short time before).* His predecessor, 
Signor De Nava, a few months earlier 
asserted that “the burden of taxation 
has reached the maximum which the 
country can bear, and that it cannot 
be increased without injury to the 
revenue itself, and without hindering 
the productive activity of the Italian 
people, from which alone public wealth 
can be developed.” Signor Peano’s 
proposals as stated in the despatches 
are not entirely clear, except that ex- 


28 The Chicago Tribune (Paris edition), July 15, 


1922, and The Daily Telegraph (London), July 14, 
1922. 


penditures must be reduced and reve- 
nues increased, with a view to pro- 
viding an extra 1,350,000,000 lire. 
Writing in July,”® Professor Luigi Ein- 
audi estimated a possible 22,500,000,- 
000 lire as the expenditures for 1921-22, 
and 20,000,000,000 or 21,000,000,000 
lire for 1922-23. 

There is no occasion to anticipate 
future developments in the budget. 
Although the deficit each year is de- 
creasing, it is still large. The diffi- 
culties in increasing revenues are not 
hard to see if we remind ourselves 
of the relatively small per capita in- 
come of the Italians—$112 in 1914. 
Signor De Nava, already twice quoted, 
estimated last spring that “the burden 
of taxation in Italy absorbs about one- 
quarter of the national income,’’* 
and his view as to the possibility of 
any increase has just been given. 

If taxes cannot be increased to any 
important extent, cannot expendi- 
tures be reduced? Needless to say, 
only an expert on Italian fiscal affairs 
can speak with authority, but an out- 
sider may make a few observations. 

Some expenditures have been re- 


Op. cit. 

% In the article by Walter B. Kahn in The Re- 
view of Economic Statistics for April, 1921, al- 
ready cited, it is estimated that the Italian 
national income averaged 20 billion lire before 
the war, of which 4 billion or 20 per cent was 
taken by the central government, provinces and 
communes. In 1920 the national income was 
estimated at 75 billions, “‘of which the national 
government absorbs by taxation, borrowing 
and currency issues 26 billions, and minor 
entities, 4.” 


82 
| 
| 
‘ 
¢ 


WESTERN EUROPE AND THE UNITED STATES 33 


duced. The bread subsidy amounting 
to 6 billion lire in 1920 was only 
1,000,000,000 in the estimates for 
1921-22, and disappeared entirely in 
those for 1922-23. Military expendi- 
tures have declined as follows:* 
1917-18—19.4 billion lire 


1918-19—20.6 “ 
1919-20—14.1 “ 73 


Whether the following figures taken 
from the League of Nations, Memo- 
randum on Public Finance (pp. 78-9) 
are closely comparable to the pre- 
ceding ones the writer is not sure. 
They appear under the heading of 
“Defense”: 


1921-22—3,093,175,000 lire 
1922-23—2, 490,051,000 lire 


Estimates given elsewhere differ 
somewhat, but agree sufficiently to 
warrant the conclusion that the Ital- 
ians are correct in their claim that they 
have greatly reduced military ex- 
penditures. 

Every government has faced both 
economic and political difficulties in 
reducing its budgets since the close of 
the war, and the Italian is no exception. 
The lack of stability has been shown 
by numerous changes of ministries. 
Also, it had to face serious internal 
difficulties with the radicals two years 
ago, and still has an acute problem 
with the Socialists and the Fascisti. 
The railways are calling for large 
expenditures for operation, recon- 
struction and new construction, while 
considerable amounts are being ap- 
propriated to meet deficits in the post- 
al, telegraph and telephone service. 

But strong emphasis must be placed 
on two items that cannot be reduced. 
One is civil and military pensions 
whose amount was 1,726,548,000 lire 
(9.5 per cent of the total) in last 
November’s estimates for 1922-28. 


* Walter B. Kahn, op. cit. 
4 


This can be reduced, but not arbi- 
trarily, and only gradually. The other 
is Interest on Public Debt, which was 
estimated at 5,198,750,000 lire, or 28.7 
per cent of the total for 1922-23. 
This item can be reduced only by 
refunding operations at lower interest 
rates, but since the total volume 
of debt is increasing yearly because of 
the budget deficits, there is every rea- 
son to expect an increase rather than 
the reverse. 

In other words, a total of nearly 7 
billion lire, or 38.2 per cent of the esti- 
mates for 1922-23, are capable of very 
little reduction, but may actually in- 
crease. The government, like the 
private corporations and banks, has 
accumulated obligations (pensions and 
debt charges) in a period of lavish ex- 
penditures and high prices. The bur- 
den now is enormous. Signor De 
Nava, whose “Additional Exposé, 
etc.” has already been twice quoted, 
pointed out: 


In 1913-14 the expenditure under this 
head (cost of the service of the public debt) 
amounted to 530,769,000 lire 
while for the current year the Snancial 
outlay is estimated at 5,198,749,000. 
Thus in eight years the cost of the service 
of the public debt has grown tenfold, 
amounting to almost double the total 
national expenditure in 1913-14, which 
amounted to lire 2,687,661,000. If the 
amount mentioned above were to be in- 
creased by the service in gold of the foreign 
debts incurred since 1914, the huge size 
of this debt and the high exchange rates 
would add such a burden to the taxpayer 
that the national economy and finance of 
the country would be most seriously af- 
fected. 


Professor Einaudi, although writing 
optimistically in the article in the 
supplement of The Manchester Guard- 
ian Commercial repeatedly referred 
to, sums up the question of reducing ex- 
penditures by pointing out that of 18 
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billion lire at least six come under the 
heading of public debt, and are there- 
fore unalterable. Six “represent sala- 
ries and payments to public servants 
which in practice no government has 
the political strength to reduce. The 
remaining six are partly expenses 
fixed by contract. The margin of 
possible reduction is very small.” 
Professor Einaudi hopes that by avoid- 
ing new expenditures, by moderating 
the rates of taxation, and by more 
evenly distributing its burden, the 
budget can soon be balanced. This 
conclusion is further predicated on 
two other considerations. One is his 
insistence that Italy be relieved of 
her foreign debts through a general 
cancellation of the inter-allied obli- 
gations, and the other is that no at- 
tempt be made to restore the paper 
lire to its old parity. Even so, his 
view is an exceedingly optimistic 
one. 

In spite of this optimism our survey 
makes it hard to escape certain con- 
clusions regarding the fiscal situation 
of the Italian Government. In spite 
of considerable reductions in some 
lines, the total annual expenditures 
are still large, and some cannot well 
be reduced, particularly pensions and 
debt charges which are over one-third 
of the total. Taxes cannot be in- 
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creased greatly. Even with the pres- 
ent depreciation of the lire and the high 
price level, the government is still 
incurring deficits. If prices should 
fall, tax yields will be less, (even though 
there should be no decline in pro- 
ductivity) and this would make possi- 
ble a reduction in only a, part of the 
government’s expenditures. If a fall 
in prices should be accompanied, as it 
probably would, by an increased busi- 
ness depression, the problem would be 
still worse. 

When we began our analysis of 
government finances we proposed to 
examine its possible relation to the 
condition of the banks. A govern- 
ment deficit covered by borrowings 
may be taken care of either by long 
term -bonds (funded debt) or short 
time obligations, many of which are 
known as Treasury Bills and ordi- 
narily mature within a year from the 
date of issue. These short time obli- 
gations are known as an “unfunded” 
or “floating” debt. The debt of 
Italy is of two main groups—domestic 
and foreign, the latter being chiefly 
obligations to England and the United 
States incurred during the war. There 
are also small amounts due to Brazil, 
Canada, Sweden and the Netherlands. 

The following table gives this debt 
for certain indicated dates: 


Trautan Pusuic Dest 


(in millions of lire) 


Domestic 


Foreign Total 


Dates 
Funded 


June 30, 1914............ 14,130.3 


939.6 None 15,069 .9 
84,130 .0 
93,928 .6 
98,851 .0 
110,754 .0 
111,900 .0 
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Unfunded 

Dec. $1, 1919............ BIA’ 63,928 .0 

June 30, 1920............ 48,434.4 30, 
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These figures, like many others that 
we must use, come from a variety of 
sources. There is not always com- 
plete agreement, and it is not possible 
to have the information as complete 
or as recent as we would like. But 
several features are very prominent. 
One is that the foreign debt has re- 
mained almost unchanged since De- 
cember, 1919, while the domestic 
debt has constantly mounted. This 
increase is in both the funded and 
the unfunded debt, the latter growing 
more rapidly and now being over 80 
per cent as large as the former. 

Another feature is that from Oc- 
tober, 1920, to October, 1921, the in- 
crease in the domestic debt was not 
only large—11,533,000,000 lire—but 
was chiefly in the floating debt, which 
is Treasury Bills. Now these Treasury 
Bills run for a period of from three 
months to a year. They have their 
advantages, but may be a danger. 
The Italian Government in December, 
1920, reduced its debt to the note 
issuing banks by about 2 billion lire, 
as we have noticed. But in the suc- 
ceeding year it added nearly five times 
that amount to its floating debt. If 
at any time the public loses confidence 
in these outstanding bills, the govern- 
ment, as they fall due, must either de- 
fault or turn to the banks. Usually 


the latter course is first employed, 


even though default may come later. 

One other comment on the debt 
should be made. The foreign debt 
is throughout converted into lire at 
the old par of 25.12 lire to the pound 
sterling and 5.18 to the dollar. Thus 
converted the amount is of course min- 
imized. If the lire were back at its 


former level, prices would probably 
be much lower than at present, and 
the government would find it entirely 
impossible to meet its obligations. 
If, however, we think of maintaining 
the lire at approximately the present 


level, then the foreign debt should be 
converted at the current rate of ex- 
change. On September 1, 1922 this 
is about 57 to the pound sterling and 
22.72 to the dollar. Converting at 
these rates, the foreign debt as stated 
for October 31, 1921, was about 
65,000,000,000 lire instead of 20,000,- 
000,000, and consequently the total 
was about 154,790,000,000 lire. 


CONCLUSIONS 


The Italian Government has an 
extremely difficult problem. It is not 
in a position as yet to balance its 
budget, and may not be able to do so 
for several years, even though no 
attempt is made to meet its foreign 
debt. Even this can be accomplished 
only in case prices are kept high or, 
in other words, so long as the present 
low level of the lire is maintained. 
The people of Italy must pay each 
year about 20 billion lire in taxes. 
They can do that only so long as lire 
are cheap and easily acquired. Raise 
the value of the lire, lower prices, 
make each piece of money more valu- 
able and hence harder to get, and the 
task of the government becomes im- 
possible. 

There are two schools of thought 
on this question in Italy and elsewhere 
in Europe. One favors “deflation,” 
restoring the money to its old parity. 
The other urges “devaluation,” con- 
tending that it is impossible, or at least 
inadvisable, to deflate, and much 
better to hold the money at some 
agreed low level of value. Which plan 
will ultimately be adopted it would be 
useless to predict. All that can be 
said with certainty is that deflation 


® For a presentation of the former view see 
Yves Guyot et Arthur Raffalovich, Inflation 
et Déflation (Paris, 1921). For the latter view 
see J. M. Keynes, in the “Reconstruction in 
Europe,” Supplement of The Manchester 
Guardian Commercial, April 20, 1922, p. 3. 
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will make it impossible for corporations, 
banks and government to meet their 
obligations. Yet few Italians are as 
yet ready to consider devaluation. 
There is pride in their money and a 
strong feeling that devaluation would 
mean a loss of prestige and a humili- 
ation. As yet a proposal to devaluate 
would probably not find adequate 
support. 

Finances in Italy are clearly in a 
very bad condition, and the judgment 
of the outside world is reflected in the 
quotations for the lire as shown in the 
chart on p. 15. In spite of occasional 
rallies its value does not rise very high, 
and from the middle of the summer 
until the present there has been a de- 
cline. 

But let us admit that the finances 
furnish one obstacle to rapid recovery. 
Suppose that in some manner this 
difficulty were solved. What of Italy’s 
relations to the United States? In 
1914 she took $74,200,000 of our ex- 
ports and furnished us with $56,400,- 
000 of our imports. In 1921 the 
amounts were $215,500,000 and $62,- 
300,000 respectively. What is true 
of her relations to us is true to a 
somewhat less degree of her relations 
to the world as a whole. She imports 
more than she exports, meeting the 
difference with certain invisible items. 
Paying foreign debts means a complete 
change, a great increase in exports. 

Our analysis earlier in this chapter 
makes it entirely clear that any such 
increase can come only very slowly, 
and probably cannot come at all. An 
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unfavorable trade balance cannot be 
quickly changed into a favorable one, 
even under the best conditions. Such 
a change means a complete readjust- 
ment of the entire economic organi- 
zation of the country. Suffering with 
the rest of the world from a serious 
trade depression, this is impossible, 
even though her financial difficulties 
were not the insuperable handicap 
that they are. Only one of the nu- 
merous complications is the fact that 
much of Italy’s prosperity in the past 
has been due to her commercial re- 
lations with Germany. With Ger- 
many’s condition what it is today, 
Italy’s recovery will be greatly re- 
tarded. 

One other consideration must be 
mentioned. In recent years Italy 
has attempted extensive industriali- 
zation, and has done it without a suit- 
able basis on which to build. This 
means heavy production costs in such 
basic industries as iron and steel. 
The cost of imported coal is high, and 
it is estimated that the cost of pig iron 
per ton in 1913 was 33 per cent greater 
in Italy than in England,” while it is 
often argued that England is now at a 
disadvantage as compared with Ger- 
many and the United States. Under 
such circumstances, Italy’s industry 
can succeed only with the aid of heavy 
tariffs or subventions. In any case 
there is no escaping the burden in 
supporting an industry for which the 
country’s natural resources do not 
fit her. 


*® Walter B. Kahn, op. cit. 
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Chapter IV 
FRANCE 


Turning to France we find a differ- 
ent problem. In order to understand 
it we must first notice some of the fea- 
tures of the country and of its economic 
life prior to the war. With an area of 
207,100 square miles and a population 
of 39,602,000 (in 1911) the density per 
square mile was 191 which may be 
compared with 313 given for Italy. 

Certain facts about this population 
must be emphasized. More than one- 
half of it was rural, France being the 
most predominantly agricultural of all 
the great nations. In 1915 there were 
7,520,922 owners of 13,444,226 landed 
properties. This did not mean that 
the land belonged largely to those who 
worked it, for many workers were wage- 
earners and many others either paid 
fixed rents or held as metayers.' It 
has also been estimated that there were 
“more than eight million owners of 
lands and houses in France” and that 
“personal estate is no less divided.” * 

Nevertheless the people of France 
are on the whole property owners, and 
along with their ownership has devel- 
oped an attitude of mind that very 
definitely affects the French reaction 
toward such questions as Bolshevism 
and repudiation of debts. A man who 
owns property, even though its amount 
be small, does not readily become a 
convert to any proposal to transfer the 
ownership or management of that prop- 
erty or even other property to the 
community. In a country where 
many people have become the owners 


*“French Agriculture Since the War” by 
Compere Morel. Manchester Guardian Com- 
mercial, “Reconstruction in Europe,” Number 
Six, August 17, 1922, p. 358. 

* Yves Guyot: “The Amount, Production and 
Nature of French Investments.” The Annals, 
November, 1916, p. 36. 


of securities any suggestion of repudia- 
tion, as, e.g., by Russia, is found to 
arouse bitter criticism. 

Another characteristic of pre-war 
France was that it was relatively self- 
sufficing. With so large a fraction of 
its population on the farms, only a 
small part of its food supply was im- 
ported. One of the best authorities on 
the subject, Sir R. Henry Rew,’ esti- 
mates that the home production of the 
United Kingdom supplies (exclusive of 
sugar and beverages such as tea, coffee 
and cocoa) only a little more than half 
the total food requirements. He also 
estimates ‘ that if France and Germany 
should reduce their per capita food 
consumption to the per capita con- 
sumption in the United Kingdom they 
would be entirely self-supporting. 

Finally it may be observed that this 
French population had a small per 
capita income. Its amount was $185 
per annum, a little higher than the 
Italian, which was $112.5 

France, before the war had an im- 
port balance of trade, as did Italy and 
the other countries we shall examine. 
For the period 1907-13 the annual 
average of imports was 7,143,000,000 
francs and of exports 6,038,000,000 
francs, an import excess of 1,104,000,- 
000 francs.6 The nature of this trade 
is shown in the analysis for the same 
seven-year period’ in the table on 


page 38. 


3 Food Supplies in Peace and War, p. 25. 

* Tbid., p. 121. 

5 The Income in the United States, The National 
Bureau of Economic Research, p. 85. These fig- 
ures are adapted from an article by Sir Josiah 
Stamp in the Journal of the Royal Statistical Soci- 
ety, July, 1919. 

‘Edmond Théry, Conséquences Economiques 
de la Guerre pour la France (Paris 1922), p. 150. 

7 [bid., p. 154 and 155, 
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Frenca Foretan Trape—Torat ror 1907-13 


(in millions of francs) 


Deficit (—) 
Imports Exports or Surplus (+) 
9,979 5,602 — 4,377 
Raw materials............ 30,346 12,107 — 18,239 
Manufactured articles. ..... 9,675 24,561" +14,886 
Total for the period. . 50,000 42,270 — 7,730 
Annual average. ..... 7,148 6,038 — 1,104 


The yearly average for the above 
seven years is as shown in the table 
below. 

France had a pre-war population 
only about 14 per cent greater than 
that of Italy. Her foreign trade was 
about twice as large, yet her annual 
unfavorable balance for the seven-year 
period 1907-13 was only 1,104,000,000 
francs, that for 1913 being 1,541,124,- 
000 francs. Italy’s unfavorable bal- 
ance for the last of those years, 1913, 
was 1,133,988,000 lire, a much larger 
percentage of total trade. (The franc 
and the lire had approximately the 
same pre-war value, i.e., 19.3 cents.) 
Speaking in relative terms her unfavor- 
able balance, although about the same 
in absolute amount as that of Italy, 
was a smaller fraction of her total 
trade. Hence it was of relatively less 
importance, a fact that sheds some 
light on French policies. 


France’s adverse trade balance of 
1,104,000,000 was more than covered 
by various invisible items. Her total 
foreign investments were from forty to 
forty-two billion francs with an annual 
interest return of perhaps two billion 
francs and foreign tourists spent per- 
haps one billion francs per annum in 
the country. There were also con- 
siderable sums earned by her merchant 
marine in the foreign carrying trade. 

It is important to notice that many 
of her foreign investments were in 
Russia and the near East. Unfortu- 
nately estimates of their amount vary 
so widely that few conclusions may 
be drawn. Yves Guyot® places the 
French holdings of Russian securities 
at thirty billion francs, which is about 
three-quarters of the French foreign in- 
vestments, but other estimates have 
been much lower. They were, however, 
an important fraction of French foreign 


Frencu Foreton Trape—AVvEeRAGE ror 1907-13 


(in millions of francs) 


‘ Deficit (—) 

Imports Exports or Surplus (-+) 
« evi. 1,425 800 — €25 
Raw materials............ 4,335 1,729 — 2,605 
Manufactured articles. ..... 1,382 3,508 + 2,126 
7,148 6,038 — 1,104 


Op. cit., p. 51, 
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holdings and the cessation of return on 
investments in Russia and the near 
East has had a very important effect 
on France’s international economic 
position. 

The essential features of France’s 
pre-war economic organization may be 
summarized by saying that she had a 
fairly dense population more than one- 
half of which was agricultural. She 
could and did raise most of her own 
food supply and her import trade bal- 
ance was relatively small. Her in- 
vestments abroad, while not so large as 
those of the British, were considerable 
and were growing year by year. : 

The debt of the French Government 
on December 31, 1913 was 33,537,000,- 
000 francs which was 846.9 francs or 
$163.45 per capita, the debt being a 
domestic one. This government debt 
was the largest in Europe with the 
exception of that of Luxemburg, 
which was 965.4 francs or $186.32 per 
capita.® 


Errects oF THE War ON FRANCE 


It is our purpose in this study to 
call attention only to those changes 
wrought by the war that have a rela- 
tion to the problems of the United 
States today. Hence many matters 
will be omitted that might otherwise 
be important. We are primarily con- 


cerned here only with those changes 
that affect the ability of France to ad- 
just herself to her new economic rela- 
tionship to the rest of the world and 
particularly to the United States. 

Estimates of the loss to France dur- 
ing the war because of the invasion and 
occupation of ten of the most important 
departments, vary widely. For our 
purposes a careful comparison of these 
is not important and we may quote 
that by Edmond Théry '° who declares 
that the occupation in effect deprived 
France of 20 per cent of her wheat, 
27 per cent of her oats, 76 per cent of 
her sugar beets, 48 per cent of her coal, 
81 per cent of her iron ore, 64 per cent 
of her iron, 58 per cent of her steel, 
55 per cent of her glass works, 50 per 
cent of her texile products, etc. 
Let us examine first the French output 
of a few products with the purpose of 
forming some opinion regarding her 
recovery and her present economic 
capacity as compared with pre-war. 

France’s post-war output as com- 
pared with pre-war may first be 
noticed. The annual production of sev- 
eral crops may be given first (in thou- 
sands of metric tons). Alsace-Lorraine 
is excluded throughout. 

An analysis of the production of coal 
and iron is difficult because the acqui- 
sition of Alsace-Lorraine and the Saar 


Frencn AGRICULTURAL PRopUCTION 


Year Wheat Rye Barley Oats Potatoes ren 

pets 

8,797 1,287 986 4,900 13,392 5,735 
1919 4,965 730 500 2,494 7,731 1,248 
6,271 849 771 4,223 10,316 2,056 
Per cent 1921 to 1904-15. . 102 87 83 72 61 34 


* League of Nations, Memorandum on Public Finance, p. XVIII. 

” Op. cit., p.8. These estimates are more conservative than those of M. Cheysson of the French 
delegation at the International Financial Conference at Brussels, 1920. See Proceedings of the Con- 
ference, Vol. III, p. 19. 
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have transferred to France the coal and 
iron of those regions. While the out- 
put from these territories may be 
segregated it is hard to know how to 
interpret the result. The monthly 
average production of coal (in thou- 
sands of metric tons) has been: " 


Frenca Coat Output 
(in thousands of metric tons) 


Coal 
Year Month Production 

1,822 
1920 2,890 
February 3,390 

March 3,807 

April 3,278 

May 3,442 


The figures for 1913 include only the 
output of French territory as of that 
date. In 1919 the production of 
Alsace-Lorraine is included and in the 
last three years that of the Saar as 
well. Including these newly acquired 
areas the average monthly production 
in 1922 has been above the 1913 level. 
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Whether it should be included in a 
determination of French prosperity 
today as compared with that of 1913 is 
a debatable point. 

The same difficulties appear with pig 
iron and crude steel, the figures for 
which (monthly averages and in thou- 
sands of metric tons) are” as shown in 
the table below. 

After 1919 there is included the prod- 
uct of Alsace-Lorraine which pro- 
duced a monthly average of 93 thousand 
tons of pig iron and 72 thousand tons 
of crude steel. The total for pig iron 
in May, 1922, is greater than pre-war 
and for crude steel nearly 92 per cent 
of pre-war. Without Alsace-Lorraine 
the percentages are respectively 80 and 
74 of pre-war. 

France in her internal productivity 
is thus making rapid recovery to her 
pre-war status. The year 1919 was a 
low point and led to many pessimistic 
forecasts of the future.” Since then 
her progress has been steady and has 
carried her a long distance back to the 
pre-war level. Agriculture is nearly 
what it was before the war, the only 
important exceptions being potatoes 
and sugar beets. Coal, iron and steel 


Frenca or Iron anp STEEL 


Year Month Pig Iron Crude Steel 
January $12 $15 
February 323 $17 
March 385 367 
April 383 324 
May 442 364 
June 416 358 


| ™ League of Nations, Monthly Bulletin of Statistics, July, 1922, p. 7. 

2 League of Nations, Morithly Bulletin of Statistics, July, 1922, p. 8. 

#8 See, e.g., Gaston Jéze, “The Economic and Financial Position of France in 1920,” Quarterly Jour- 
nal of Economics, February, 1921, and Edmond Théry, Conséquences Economiques de la Guerre pour la 
France. 
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are also returning rapidly, particularly 
if there is included the output from the 
new territory acquired at the end of 
the war. 

In other particulars also progress is 
being made. France’s merchant fleet 
including only sea-going steel and iron 
steamers and motor vessels was 3,303,- 
000 gross tons in June, 1922, a gain of 
1,385,000 tons since 1914.“ Recon- 
struction work in the invaded regions 
has made great advances. 

In January, 1919, the Ministry of the 
Liberated Regions provisionally esti- 
mated the damages in the war zone at 
62,034,269,456 francs. War claims 
filed, as of December 31, 1921, totaled 
150,530,227,187 francs of which 28,- 
775,455,534 francs had been paid, 
leaving 121,754,771,653 francs to be 
adjusted. 

The war damages claimed by France 
from Germany totaled 218,531,336,- 
276 francs, including property losses on 
land, at maritime ports and in the colo- 
nies; personal injuries to sinistrés; 
civil and military pensions and sepa- 
ration allowances; accrued interest and 
all other charges. Total expenditures 
for reconstruction to December 31, 
1921, including pensions and indemni- 
ties to the sinistrés, was approximately 
72,000,000,000 francs. 

In an interview appearing in the 
Paris edition of the New York Herald 
on July 10, 1922, M. Charles Reibel, 
Minister of the Liberated Regions, 
stated that, although 2,615,136 people 
left this area, the numbers there were 
now only 681,158 less than when war 
was declared. Of the 3,337,000 hec- 
tares of land devastated by the war 
3,149,348 had been cleared. Of 696,035 
human habitations, 207,179 are com- 
pletely restored, 181,422 patched up, 
86,093 temporary edifices of wood have 


“ Lloyd's Register of Shipping, 1922-28 edition, 
as quoted in Commerce Reports, August 14, 1922, 
p. 475, 


been erected and 24,264 hutments. 
Of 56,130 kilometers of roads destroyed 
28,666 have been restored and 23,437 
improved, while of 4,686 bridges and 
viaducts destroyed, 3,688 have been 
repaired. All main-line railways have 
been restored and, of 2,245 kilometers 
of destroyed local lines, 2,225 have 
been repaired. Also more than half of 
the wrecked private industrial enter- 
prises are working again. By Decem- 
ber 31, 1921, the amount disbursed on 
account of victims was 43,168,000,000 
francs and by April 30, 1922, the ex- 
penditure for restoration work was 
34,536,393,824 francs. 

To give so encouraging an account of 
conditions in France of today is not to 
minimize the sufferings of the people 
nor their industry, nor the amount of 
rebuilding yet tobe done. Rather it is 
a tribute to the energy and the courage 
with which the French have faced 
their task and have done so much to 
improve their situation. It is also a 
recognition of the quickness with which 
the ravages of war can be overcome. 
This is particularly true of agriculture. 
In a remarkably short space of time 
nature can do much, even if unaided, 
and with the patient industry of the 
French peasant progress has been 
rapid. Also the recovery in mining 
and manufacturing, though slower, 
is by no means so difficult as the enor- 
mous figures of war losses might sug- 
gest. On the other hand the sta- 
tistics given should not be interpreted 
to mean that there is even yet com- 
plete recovery. Perhaps 50 per cent of 
the reconstruction work in the devas- 
tated areas still remains to be done. 


UNEMPLOYMENT 


With the degree of recovery shown 
by the facts just given one could not 
expect to find any large amount of un- 
employment. With so much work to 
be done and with so much evidence of 
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what has been accomplished there has 
presumably been little unemployment. 

Unfortunately satisfactory statis- 
tics do not exist. Available figures 
include only individuals aided by cer- 
tain government funds which exist in 
only thirty-one departments (out of 
the ninety in France) and in 233 munic- 
ipalities or 264 in all. Of this number 
in existence only 73 are actually func- 
tioning, so the figures are of value, not 
as reflecting the total unemployment 
in the country, but the changes from 
month to month. 

In December, 1920, 39,522 persons 
were receiving allowances. Then 
France along with the rest of the world 
began to feel the effects of the business 
crisis and the following results appear 
for selected months: 


ing heavy balance against her being 
the reason for her large borrowings 
abroad, especially in England and the 
United States. Before giving any 
figures of her imports and exports 
emphasis must be placed on the impos- 
sibility of drawing satisfactory conclu- 
sions from them as they stand. Com- 
pilation of foreign trade statistics is 
apparently easy but in practice very 
difficult for any country, particularly 
at present. Methods of valuation of 
commodities that were fairly satisfac- 
tory before the war are in some cases 
almost useless under the chaotic condi- 
tions now prevailing. 

French figures have their own peculi- 
arities. Imports are now reported on 
declared values. There is the prob- 
ability that these declared values are 


Frencu Recervinc GovERNMENT AID 


1921 1922 
Month Number Receiving Aid Month Number Receiving Aid 
September........... 21,797 


Business is active in France, there is 
comparatively little unemployment 
and a part of what exists is due to mal- 
adjustment rather than absolute lack 
of work. Thus, on June 30, 1922, 
there were 10,139 wage-earners out of 
work in Paris, but 10,085 vacant posi- 
tions were seeking workers."® 


Tue Frencu Trave BALANce 


France, like the other belligerent 
countries, imported much more than 
she exported during the war, the result- 


6 Information regarding unemployment is from 
the Federal Reserve Bulletin, August, 1922, p. 942. 
Thid., p. 243. 


fairly low because of the desire of the 
importer to evade duties. Import sta- 
tistics are, if anything, probably too 
low. Exports on the other hand can- 
not have values attached to them in 
the same way and it is the practice to 
use a scale of values established from 
time to time. This method results in 
the values always being those of a date 
somewhat earlier than the one at which 
the goods in question leave the coun- 
try. In a period of fairly stable prices 
this means that the chief element of 
uncertainty is the possibility that the 
government officials will not be fully 
informed on actual values. In a pe- 
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riod of rapidly rising prices it means 
that the recorded values of exports 
will always be lower than the actual 
values since the values applied are 
always those of a somewhat earlier 
date than the exports themselves. 
The reverse will be true in a period of 
falling prices. Thus French exports 


as these figures suggest there is cer- 
tainly a very pronounced recovery. 
Continuation of this is evidenced by 
the statistics for 1922 in so far as they 
are available as shown in the table at 
the foot of this page. 

Through 1921 the statistics indicate 
an import balance was maintained, 


Foretgn Trape or France—1913 anp 1919-21 
(in francs—000's omitted) 


Year Imports Exports Import Balance 
ee 8,421,336 6,880,212 1,541,124 


were probably minimized through 1920 
and have been exaggerated since. 
In the figures '’ as shown in the table 
above both the imports and the exports 
for 1920 have been adjusted to the 1920 
official rates but those for 1921 are still 
valued at 1919 rates. The impossibil- 
ity of drawing accurate conclusions is 
clear. 

While the reduction of the import 
balance in 1921 is by no means so great 


although it was a greatly reduced one. 
In the first seven months of 1922 for 
which information is available there 
was an export balance for five months. 
It must be repeated that the method 
of preparing these statistics tends to 
exaggerate the exports and perhaps to 
minimize the imports. Probably 
France does not yet have a favorable 
trade balance.'® Confirmation of this 
is to be found in the calculations re- 


Frencu TRADE IN 1922 
(in francs—000's omitted) 


Balance of 

Month Imports Exports Exports (+) or 

of Imports (—) 

1922 

1,487,652 1,638,741 +151,089 
1,931,965 1,876,668 — 55,297 
en 1,743,640 1,962,997 +219,357 
ad 1,996,000 1,433,000 +563,000 


Taken from League of Nations, Monthly Bulletin of Statistics, June, 1922, p. 10. 
8 Federal Reserve Bulletin, September, 1922, p. 1102. Exports are on 1919 value units except for 


July, which are on 1921 value units. 
“Tt is doubtful if the actual trade balance stands in favor of France.” Federal Reserve Bulletin, 


July, 1922, p. 809. 
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cently published for the first six months 
of 1922. In this estimate import 
figures are based on values declared by 
importers for the payment of the busi- 
ness turnover tax, while exports for 
the first five months are on the basis of 
1919 values as above and for June on 
1921 values. Such comparisons are 
for most purposes of little value but 
may be included here as they tend to 
confirm our conviction that the French 
trade balance while improving is not 
yet favorable. 


Frencu Imports AND Exports ror THE First 
Stx Montus or 1922 


(in francs—000's omitted) 


10,671,592 9,368,660 1,302,932 


If one is endeavoring to determine 
whether France is increasing in her 
ability to meet her foreign obligations, 
foreign trade should ordinarily be 
expressed in money values for that is 
the form in which her obligations ap- 
pear. It is helpful, however, to note 
tonnages for they reflect the change in 
productivity without the complica- 
tions of a fluctuating price level. It 
must be remembered that a change in 
the character of trade, as for example 
an increase in the volume of imported 
heavy raw materials, such as coal, 
makes tonnage comparisons over a 
period of time very difficult unless one 
is in complete possession of details. 
Tonnage (thousands of metric tons) 
for a number of years is given in 
monthly averages” in the table in the 
opposite column. 

This analysis of France’s foreign 
trade warrants the conclusion that she 


»® League of Nations, Monthly Bulletin of Sta- 
tistics, June, 1922, p. 13. For 1922, Federal 
Reserve Bulletin, September, 1922, p. 1102. 


Frenca Foreign Trape 
(in metric tons—000’s omitted) 


Year Imports | Exports 

3,164 1,333 
1922 (seven months 

1922 (as percentage of 


is making excellent progress. Her 
tonnage of imports is high, being 11 per 
cent above the amount in 1913 and a 
considerable increase over 1921 al- 
though under 1920. In values France 
appears to be rapidly gaining ground 
although she does not yet have an 
export balance. 

Finally, reference should be made to 
the invisible items. They cannot be 
estimated with any accuracy. Income 
from foreign securities is much below 
pre-war because so many of those held 
by France are in default, but tourists’ 
expenditures are said to be large. 
Whether the invisible items combined 
are sufficient to make the total foreign- 
trade balance favorable for France is 
impossible to say but it is probable 
that they do. 

Also attention should be called to 
the inclusion of reparations in kind in 
the imports. During the first four 
months of 1922 these imports of coal, 
the only article of importance, were 
valued at 80,000,000 gold marks, or 
225,000,000 francs at the current rate 
of exchange.” 


FovanctaL ConpiTions IN FRANCE 

With comparatively little unemploy- 
ment, with a growth in productivity 
and with a greatly improved trade 
balance, what may be said of France’s 


% Federal Reserve Bulletin, July, 1922, p. $10. 
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general position? Are the frequent 
references to her distress warranted? 
The answer is two-fold. Although 
rapidly improving in the particulars 
mentioned, she is still in many lines 
considerably below pre-war levels, and 
still farther below what she would have 
been had no war occurred. Also her 
most serious problems are financial, a 
field yet to be surveyed. 


Private FINANCE 


Figures covering the total capitaliza- 
tion of French corporations do not 
exist. One might suppose that an 
idea of the probable situation could be 
formed by noticing the annual volume 
of security issues, but the various com- 
pilations differ somewhat widely and 
are hard to reconcile. Those shown 
in the table below are, however, worth 
examining.” 

About these figures several observa- 
tions may be made. Whereas in 1914 
over 57 per cent of the total issues were 


of foreign securities, in recent years 
nearly all of the issues are domestic. 
France loaned large sums abroad each 
year before the war. She was an in- 
vesting country—a creditor. During 
and since the war and probably for 
some years to come the situation has 
been changed. She is not in a position 
to lend abroad and may desire to con- 
tinue borrowing as she has actually 
been doing from time to time. 

A second feature of this table is the 
large amount of French governmental 
issues as contrasted with the others. 
In 1914, which included several war 
months, they were only 23 per cent of 
the total, in 1918 they were nearly 93 
per cent and in 1921 government loans 
(with perhaps a few foreign issues in- 
cluded) were still 75 per cent of the 
total. This was due largely, though 
not entirely, to the predominance of 
war needs through 1918 and to recon- 
struction needs since that time. 

Next is the enormous growth in the 


Security Issurs on THE Frencn Marker 1914—-Aprin, 1922 
(in francs—000’s omitted) 


French Foreign 
Year Total Government, Out 
Department Bonds Stocks Bonds Stocks 
and City Loans 

8,491 805 491 192 1,781 222 
13,654 13,308 278 15 50 3 
10,713 10,082 470 90 70 
13,507 10,803 2,091 382 15 217 
00 23,491 21,744 1,129 583 35 
Sy Ses See 12,276 2,250 8,448 1,461 64 53 
eer 55,849 42,640 8,032 5,051 6 120 
1922 (6 months only)| 15,320 adie 


* For the years 1914-20 these figures are taken from the compilations by Joseph S. Davis in an 
article “Recent Economic and Financial Progress in France,” The Review of Economic Statistics, July, 
1921. For 1921 they are from the Federal Reserve Bulletin, March, 1922, p. 306 and for the first six 
months of 1922 from the League of Nations, Monthly Bulletin of Statistics, July, 1922, p. 28. It will 
be noticed that the foreign securities are not separately given for }921, probably being included among 
the others while only the grand total is given for the four months of 1922. 
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total of the annual issues, the totals for 
1920 being sixteen times and those for 
1921 eleven times the ones for 1914. 
For this there are two explanations. 
One is that there has been a very large 
amount of saving. The ability of the 
people of any country to add to their 
supplies of capital by industry and 
economy is enormous. In France, 
especially, this is true, since so large a 
fraction of the population works hard 
and lives frugally.* 

It is hard, however, to disentangle 
the amount of actual saving from the 
effects of the monetary inflation. 
In April, 1920, French wholesale prices 
were nearly six times as high as in 1913, 
and in May, 1922, they were still over 
three times as high. We have noted 
that in Italy there was a very large 
increase in capitalization to keep up 
with the rise in prices and we have 
commented upon the dangers in case 
prices should now fall. The differ- 
ences between the two countries are 
that (1) prices rose higher above the 
pre-war level in Italy than in France; 
(2) although there has been a decline of 
prices in Italy, this decline is as yet 
relatively less than the decline in 
France; (3) business in France is today 
on the whole in a much better condi- 
tion than in Italy; and (4) Italy’s eco- 
nomic life has a less certain foundation 
than that of France, because of the 
former’s meager natural resources. 

It would be a mistake to be confi- 


Even more could be produced in France if 
more modern methods were introduced. This is 
illustrated by the difference between the agricul- 
tural yield in France and that in other European 
countries. Compere Morel, in an article 
“French Agriculture Since the War,”” Manchester 
Guardian Commercial, “Reconstruction in Eu- 
rope,” Supplement, Section Six, August 17, 1922, 
states that her grain crops average 12.5 quintals 
to the hectare, Germany’s 21.6, Denmark’s 22.9 
and Belgium’s 25.2 ‘ in the case of pota- 
toes, France 80.6 quintals to the hectare, Hungary 
272, Denmark 296, Holland 307, Germany 307.4 
and Belgium 514.1.” 


dent, however, that private financing 
in France is on an entirely sound basis. 
We have no index of French business 
failures similar to those of many other 
countries, but the opinion of numerous 
qualified observers seems to be that 
France has not yet gone through the 
post-war liquidation that the United 
States has experienced. In a period of 
rising prices incompetent management 
is not quickly eliminated, and bank- 
ruptcies are few. When prices are 
stabilized or fall rapidly, these weak 
concerns quickly suffer (and unfortu- 
nately many others whose manage- 
ment may have been of the best). 

On this point little more than a pri- 
ort reasoning is possible. All that can 
be said with confidence is that the 
large volume of security issues as given 
above indicates that there must have 
been a considerable amount of real 
saving,” a view that is re-enforced by 
the growth in the tonnage of French 
exports and by the reports on recon- 
struction progress. Since France has 
gone through a period of inflation from 
which she is not yet free, it seems prob- 
able that many business failures are 
overdue. And finally, since prices are 
still over three times the level of 1913, 
any attempt to raise quickly the value 
of the franc, which would mean to. 
lower prices, will, as in Italy, make it 
impossible for many French corpora- 

* A calculation of security issues in France 


appearing in the Federal Reserve Bulletin for 
July, 1922, p. 808, is as follows: 


francs 
1919 27,000,000,000 
47,000,000,000 
39,000,000,000 


The writer in the Bulletin points out that from 
these figures it would appear that in the last 
three years there has been a saving of about 
2,831 francs per capita, or nearly as much as the 
average annual per capita income. Allowances 
for inflation, etc., would very much reduce this 
estimate. 
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tions, firms and individuals, to meet 
the large liabilities they have assumed. 


BANKING IN FRANCE 


Banking may be discussed under 
two headings: (1) the condition of the 
Bank of France and (2) that of the 
commercial banks. The latter group 
may be described first. 

The consolidated balance sheet on 
page 48 shows the condition of seven 
of the commercial banks on December 
$1, 1920 and 1921.” 

This statement is not reassuring. 
Of the assets, which total 21,486,000,- 
000 francs and 20,948,100,000 francs 
respectively for the two years, a very 
considerable percentage are classified 
as liquid—19,242,900,000 francs in 
1920 and 18,802,000,000 francs in 1921. 
How many are really liquid cannot be 
determined from the facts given. 
One of the doubtful items is the “ Bons 
de la Defense Nationale” of which 
more will be said later. They are 
government short-time obligations— 
a part of the government’s floating 
debt and none of them have a life of 
more than twelve months. Under or- 
dinary conditions their classification as 
liquid assets would be entirely proper 
and a refusal by the banks now to view 
them as such would be a terrific blow 
to the government’s credit. An opin- 
ion of them can better be formed after 
an examination of the financial posi- 
tion of the government. Unfortu- 
nately they are not separated from the 
commercial discounts in the statement 
and we can form no very accurate 
judgment of their amount or conse- 
quent importance. 

*% These figures are consolidated from those 
given by’W. C. Huntington, United States Com- 
mercial Attaché, at Paris in Special Report No. 24, 
dated May 16, 1922. The banks included are: 
Crédit Lyonnais; Société Générale; Comptoir 
d’Escompte; Banque Nationale de Crédit; Cré- 
dit Industriel et Commercial; Banque de Paris; 
and Union Parisienne. 


We can, however, notice that there is 
a very slight margin of safety in the 
relationship of the total liquid assets to 
the total demand liabilities. As shown 
by the percentages given, the demand 
liabilities were 94 per cent of the liquid 
assets in 1920 and 93.8 per cent in 1921. 
Since the statements of French banks 
are not demanded frequently and with- 
out warning as in the United States, it 
is reasonable to assume that the figures 
given do not reflect a condition less 
favorable than the average and there 
may even have been a little “window 
dressing.” 

If the liquid assets as given should 
shrink as much as (say) 7 per cent they 
would be inadequate to meet the de- 
mand liabilities and holders of demand 
claims would have to wait for the liqui- 
dation of other assets which are less 
than 11 per cent of the total, liquid 
assets being 89.5 per cent in 1920 and 
89.7 per cent in 1921. This margin of 
less than 11 per cent is far from ade- 
quate in a period of general uncer- 
tainty. 

Another way of expressing the mar- 
gin of safety is to examine the propor- 
tion of demand liabilities to total liabil- 
ities. As shown above they were 84 
per cent for 1920 and 84.2 per cent for 
1921. . 

What conclusions may be drawn 
Thus far there have been but few im- 
portant bank failures. One was that 
of the Banque Industrielle de Chine 
with liabilities of over 950,000,000 
francs, net assets of 629,000,000 and a 
deficit of 321,000,000 francs. A smaller 
institution—the Société Centrale des 
Banques de Province has also had 
considerable difficulties. That trou- 
bles have been no more serious during a 
period when prices have fallen from a 
level of 510.3 for 1920 (1913 being 100) 
to 314.2 in April, 1922, is certainly 
reassuring and a tribute to French 
financial ability. 
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(in francs—000,000’s omitted) 
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Comparative STATEMENT OF THE Principal Frencu Banks as oF DecemMBER $1, 1920 anp 


1920 1921 
Assets 
Bills discounted and “ Bons de la Defense Nationale”. ....... 11,298 .9 12,370 .3 
Secured loans: coupons for collection. .................... 1,317.0 1,192.2 
db 19,242 .9 18,802 .0 
Exchange operations guaranteed. 455.3 276.9 
Installment paid on dividends to shareholders. ............. 614.0 605.4 
Sight deposits: 
Checking accounts 
Accounts demandable after collection, time deposits, notes 
Total demand 18,098 .4 17,649 .9 
Guaranteed exchange operations... 452.4 276.9 
1,900.0 1,950.0 
Brought forward from last year. ...................e0e000- 48.2 61.1 
Proportion of liquid assets to total assets. .................. 89.5% 89.7% 
Proportion of demand liabilities to liquid assets. ............ 94.0% 93.8% 
Proportion of demand liabilities to total liabilities. .......... 84.0% 84.2% 
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Nevertheless there is every reason 
to watch the situation closely. As 
just pointed out the margin of safety 
as shown in December, 1921, is a nar- 
row one and not adequate for meeting 
any great emergency. If an emer- 
gency should appear the banks could 
turn to the Bank of France and an 
examination of its condition comes 
next. 


Tue Bank oF FRANCE 


Outstanding facts to be kept in mind 
are: the Bank of France is the only 
note-issuing bank in France; it is a cen- 
tral bank to which other banks of 
France may and do turn for aid when 
needed; it is the fiscal agent of the 
French Government; and it is the cus- 
todian of the gold reserves of the coun- 
try. In other words it performs the 
usual functions of a central bank, much 
as do the Bank of England, the Bank 
of Germany and the twelve Federal 
Reserve banks of the United States. 

It is accordingly placed in a position 


between the commercial banks, which 
may apply to it for relief in case of 
need, and the government, which 
likewise may turn to it for help. We 
have noticed that the other banks have 
but a narrow margin of safety. We 
shall next examine the condition of the 
Bank of France in order to ascertain 
its readiness to stand a strain from 
either direction and then inquire into 
the financial condition of the govern- 
ment. 

The status of the Bank of France at 
the present time as compared with its 
condition in 1913 is shown by the se- 
lected items for various dates in the 
table below. 

Only a few items from the balance 
sheet have been chosen but they are 
the ones that picture most clearly the 
problems facing the bank. Notice, 
first, the liabilities which are chiefly 
note issues. These note issues have 
grown from 5,713,600,000 francs in 
1913 to 36,487,500,000 francs at the 
end of 1921 and 36,449,800,000 francs 


Se.ecrep ITrems From tHe BALANCE SHEET OF THE BANK or FRANCE on Various Dates 


(in franes—000,000’s omitted) 
Dec. 24, 1918 | Dec. 24, 1920 | Dec. 24,1921 | Aug. 10, 1922 
Assets 
Silver and small coins. ......... 640.1 266.1 279.8 285.4 
Investments in public (govern- 
ment) securities............. 200.0 26,800 .0 24,800 .0 23,700 .0 
Other investments............. 220.0 223 .2 223.3 232.4 
Public (government) loans and ; 
Other loans and advances....... 772.4 2,217 .6 2,240.9 1,993.9 
6,987.9 44,735 42,561 .5 41,342.9 
Notes in circulation........... 5,713.6 $7,552 .2 $6,487 .5 36,449 .8 
Government deposits.......... 403.4 116.0 26.0 73.6 
Other deposits. 575.3 8,483.3 2,717.1 2,210.8 
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on August 10, 1922. They were 82 per 
cent of the total liabilities in 1913, 86 
per cent of them in 1921, and 88 per 
cent in 1922. In that period total 
liabilities increased 34,355,000,000 
francs and note issues 30,736,200,000 
francs. The increase in note issues 
accounted for 89 per cent of the total 
increase in liabilities. On October 5, 
1922, the note issues had further in- 
creased to 37,514,493,000 francs. 

When we turn to the assets it is not 
hard to discover where the bank has 
been giving most of its assistance. 
Two items—‘“Investments in public 
(government) securities” and “ Public 
(government) loans and advances” 
account for 80 per cent of the increases. 
Investments other than in government 
securities have scarcely changed, while 
loans and advances other than to the 
government have increased less than 
the rise in prices. 

What is the effect of these changes 
on the condition of the Bank of France? 
First it may be noticed that the per- 
centage of the gold reserve to note 
issues and deposits has declined from 
52 per cent in 1913 to 14 per cent in 


1922, although the actual amount of . 


the gold reserves had very considerably 
increased. Next, government securi- 
ties, loans and advances, which were 
8 per cent of total assets at the end of 
1913, were 84 per cent of total assets 
at the end of 1921. The dependence 
of the Bank of France on government 
financing is evident. 

On December 16, 1920, an agreement 
was signed between the Minister of 
Finance and the Government of the 
Bank of France under whose terms the 
advances of the Bank to the govern- 
ment were not to exceed twenty-seven 
billion francs in 1921 and be reduced to 
twenty-five billion francs by January 1, 
1922. This was accomplished, and 
this item on December 31, 1921 was 
24,600,000,000 francs or 400,000,000 


francs less than the agreed maximum. 
An energetic effort has been made to 
continue the reduction and by the end 
of March, 1922, the amount had been 
reduced to 21,500,000,000. It has 
again increased and is now 23,500,000- 
000 francs. 

There has then been a slight decline 
in the volume of note issues of the bank 
and in the amount of its loans to the 
state. Unfortunately there has been 
at the same time some increase in the 
bank’s holdings of Treasury Bills which 
appear in our statement as “Public 
loans and advances.” They were 
4,272,000,000 on August 10, 1922. 

The bank is, as we have said, be- 
tween two dangers. One is the possi- 
bility of pressure from the public and 
especially the commercial banks in 
case of an adverse development in 
business conditions. The other is the 
state of the government finances. 
Advances to the government increased 
enormously during the war and have as 
yet not greatly declined. Is there any 
possibility that the government can- 
not soon reduce its liabilities to the 
bank or, still worse, that it may have 
to turn to the bank for increased assist- 
ance? 


GOVERNMENT FINANCES 


French Government finances cannot 
be clearly presented. Methods of han- 
dling budget matters are such that 
accurate statements are almost impos- 
sible to give. It might seem wise to 
take the actual receipts and payments 
for a given twelve-month period—a 
fiscal year—and view it as a fiscal pe- 
riod. However, the accounts for the 
official accounting period or fiscal 
period, called “exercice,” do not record 
the receipts and expenditures during 
that period, but the receipts credited 
and expenditures debited to those 
accounts, even though some of the 
receipts accrue and some of the expend- 
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jtures occur at a much later date. 
While most entries for a given period 
must be made within the suceeding 
twelve months some may be delayed as 
much as five years and others even 
longer. 

In the year 1913 the net expenditure 
of the French Government was 4,501,- 
900,000 francs. On March 31, 1922, 
M. Charles de Laysterie, the Minister 
of Finance, presented to the Chamber 
of Deputies his project for the General 
Budget of 1923. These budget figures 
for 1923 as compared with those for 
1922 are as follows: 


Tue Frencu Bupcets ror 1922 anv 1923 


(in millions of francs) 


_ traordinary and a special budget in 


51 


21, it was announced that a loan of 
four or five billion francs would be 
issued on October 20, presumably to 
cover the prospective deficit. 

But this is merely a beginning of the 
problem. In the past the French 
budget has been a maze of complexities. 
There have been an ordinary, an ex- 


addition to numerous supplementary 
items. The situation is still confusing 
but in form at least the budget is more 
simple and in many respects it is cer- 
tainly better. 

One change has been the elimination 


1922 1923 Difference 
Expenditures 
Ordinary Expenditures. ................ 23,334 21,903 —1,431 
Extraordinary Expenditures............ 1,354 1,277 — 77 
Total Expenditures. ............. 24,688 23,180 — 1,508 
Receipts 
Exceptional Receipts................... 3,550 1,225 — 2,325 
1,320 3,900 +2,580 
Tee 24,701 23,185 —1,516 


These figures indicate a budget over 
five times as large as before the war. 
They also show a budget that does not 
balance. For 1922 the estimated bor- 
rowings are 1,320,000,000 francs while 
for 1923 they are 3,900,000,000 francs, 
an increase of 2,580,000,000 francs. 
The prospective deficit of 3,900,000,- 
000 francs it was proposed to meet by 
certain reductions in expenditures and 
increases in revenues but the proposals 
encountered serious opposition. Ac- 
tion was delayed and on September 


of the special budget which included 
the expenditures on reconstruction 
that France has expected to recover 
from German reparation payments. 
The operations under this heading have 
been undertaken by a company organ- 
ized under a law of October 10, 1919, 
and known as the “Crédit National 
Pour Faciliter La Réparation des 
Dommages Causés Par La Guerre.” 
It is usually referred to as the Crédit 
National. It was formed with a capi- 
tal of 100,000,000 francs by a number 
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of French banks. It raises capital for 
reconstruction purposes by the sale of 
its own bonds, the French Government 
guaranteeing interest, redemption and 
premium charges for which provision 
is made in each year’s governmental 
budget. 

On March 23, 1922, the budget deal- 


ing with these special or “recoverable” . 


items was presented, calling for an 
expenditure (in 1922) of 22,300,000,000 
francs to be raised by various types of 
loans. About ten days later the Cham- 
ber of Deputies were asked to vote 
additional credits of 2,000,000,000 
francs on the 1921 account. 

If the proposed 22,300,000,000 francs 
of the “recoverable budget” for 1922 
be added to the 24,688,000,000 as 
already stated for that year the total is 
44,988,000,000 francs. Then, too, 
allowance must be made for the 
budget of the postal, telegraph and tele- 
phone services, which are not now 
included in the ordinary budget. 
Just what the totals should really be is 
very difficult to determine. Several 
months ago the League of Nations * 
stated them as follows for 1921, and 
1922: 


1921—Closed accounts—45,573,306,000 francs 
1922—Budget estimates—44,581,991,000 francs 


Without pretending to accuracy of 
statement where accuracy is entirely 
impossible we are at least warranted in 
saying that the budget is still well 
above 40,000,000,000 francs, perhaps 
nearly 45,000,000,000. If the word 
“budget” is objected to as not suffi- 
ciently precise one may refer to the 
proposed expenditures for which the 
government is sooner or later liable. 

These heavy expenditures have been 
going on for years with each year a 
heavy deficit, met by borrowing with 
its consequent annual addition of 


% Memorandum on Public Finance, Geneva, 
1922, pp. 44 and 45. 
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interest charges. The growth in the 
public debt charges has been as follows: 


GrowTs In Pusuc Dest Cuarces In FRANcE 
(in millions of francs)™ 
1913— 1,355 
1914— 1,360 
1915— 1,818 
1916— 3,327 
1917— 4,816 
1918— 7,021 
1919— 7,903 
1920—11,747 
1921—11,636 
1922—13,191 

The amount of the debt charges for 
1922 is almost three times the total 
budget of 1913. 

The French Government has been 
reducing its expenditures in spite of 
this burden. For recent years they 
have been as follows (excluding the 
“recoverable budget’’). The figures 
for 1922 and 1923 are of course esti- 
mates. 

1920—27,181,000,000 francs 
1921—26,499,000,000 “ 
1922—24,688,000,000 “ 
1923—23,180,000,000 “ 


In spite of this the difficulties are 
growing more and more acute. A\l- 
though expenditures are less each year, 
there is each year a deficit to be niet by 
more anf more borrowing. Interest 
charges grow heavier and heavier, 
adding to the difficulties with each 
successive budget. 

What has been said makes it clear 
that one must be on his guard in speak- 
ing of the French budget. For some 
purposes it may be entirely proper to 
give as budget figures only the 23 or 24 
billion francs first mentioned. But if 
we are to consider the total annual 
expenditures of the government, both 
direct and indirect, and allow for all of 
the financial burdens that are accumu- 
lating for solution, we must not omit 


*7 Yves Guyot, “Les Dangers Budgétaires,” 
Journal des Economistes, July 15, 1922, p. 9. 
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the “recoverable” budget, deficits in 
the operation of government monopo- 
lies and other supplementary items. 
We must not misunderstand fiscal 
terminology, no matter what the ad- 
vantages of such terminology in French 
Government accounting. 

Reference has been made to the 
League of Nations’ statement regard- 
ing the 1922 budget. Like any other 
statement in this field it has within a 
few months become inaccurate in 
detail but it is to be relied upon in its 
main features. On the expenditure 
side it is as shown in the table below 
for 1922. 

This statement attempts to include 
all items except expenditure on ac- 
count of amortization of public debt 


which was 3,551,423,222 francs for 
1921 and estimated at 4,255,751,626 
francs for 1922. Without this the 1922 
deficit is 21,694,420,000 francs and 
with it, 25,950,171,626 or considerably 

over half of the total. Even without 
amortization, France has in sight only 
a little more than one-half of the 
needed funds. The other half must 
come either from reparation payments 
or through borrowing. Later dis- 
cussion will make clear the improbabil- 
ity of the former, which leaves the 
latter as the only method by which the 
funds can be secured.”* 

Much advice has been given — 
by well meaning persons who insist 
that her problems are to be solved by a 
reduction of expenditures. A glance 


ANALYsIs OF THE FreNcH Bouncer or 1922 
(in francs—000’s omitted) 


2. Pensions 


. Deficit on public undertakings: 


(a) Railway and Harbour of Réunion. ...... 
(ec) Alsace-Lorraine Railways............. 
(d) Postal and Telegraph Services........... 


9. Capital Expenditure. . 


Total Net Expenditures................. 
Estimated Revenues. 


Budget Estimate Percentage of Total 
4,921,995 11.0 
‘a 4,198,636 9.4 
1,066,993 2.4 
5,265,629 11.8 
7 17,885,790 40.1 
299,895 7 
5,400 
1 409,375 3.1 
10,683,587 24.0 
2,335 
121,591 3 
35,642 1 
207,474 6 
1,291,315 2.9 
2,452,143 5.5 
44,581,991 100 
22,887,571 
21,694,420 


28 The French Government is relieved of direct responsibility for finding much of this money 
through its agreements with the Crédit National, groups of industrials and others, but it is responsible 


for the debt thus created. 
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at the above table will show that this is 
not the easy task that many have 
imagined. It is to be remembered 
that France has been reducing and is 
continuing to reduce her ordinary ex- 
penditures. Latest available  esti- 
mates for 1923 are 23,180,000,000 or 
4,000,000,000 francs less than the 27,- 
181,000,000 francs for 1920 and this in 
spite of the fact that debt charges 
grew by 1,444,000,000 from 1920 to 
1922 and will be considerably larger in 
1923 than in 1922. This increase in 
1923 is said to be 584,000,000 francs 
or a total increase of 2,028,000,000 
francs over 1920.” 

There has been considerable criti- 
cism of French military expenditures. 
It is not a justification of military poli- 
cies and the remaining military expend- 
itures to point out that French appro- 
priations for defense have been reduced 
both absolutely and relatively. The 
budget for 1921 (closed accounts) 
carried 6,820,759,000 francs for “‘de- 
fense”’ and the estimate for 1922 only 
4,921,995,000 francs, a reduction of 
1,898,764,000 francs in one year.*° 
Pension estimates carried a reduction 
of 1,439,434,000 francs. In 1913, the 
ministers of War, Navy, Colonies and 
Pensions received 35 per cent of the 
expenditures and in 1923 only 21 per 
cent." The League of Nations’ analy- 
sis above is on a different basis but it 
shows for “defense” and “pensions” 
only 22.8 per cent of the total for 
1922. 

The leading difficulties (though not 
the only ones) in securing any substan- 
tial reduction are (1) the high price 
level which is still over three times 

22 W. C. Huntington (U. S.) Commercial At- 
taché at Paris, Special Report No. 27; The 
French General Budget for 1923. 

® League of Nations Memorandum on Public 
Finance, p. 74. The 1922 figures are only ad- 
vance estimates and supplementary appropria- 
tions may be asked for later. 

W. C. Huntington, op. cit. 
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that of 1913; (2) the obligation to 
continue reconstruction expenditures 
which are increasing year by year; (3) 
pensions which, although declining, 
must remain relatively high for years 
to come and (4) interest on the public 
debt. It is worth while to notice the 
following percentages of the total 
budget in the League of Nations’ esti- 
mate on page 53. 


Reconstruction. ......... .40.1% 
Interest on public debt. .. . 24.0% 


What advice shall be given to France 
on these items? Shall she reduce her 
pension appropriations? Ignoring 
every consideration of justice to those 
who fought and suffered in the war, is 
such a procedure a political possibil- 
ity? What government could stand 
if it made such a recommendation? 
Should she abandon further recon- 
struction work? Should she cease to 
pay interest on her debt? She may 
by refunding part of the debt at lower 
rates save something here and has 
already done so,” but such amounts 
cannot under present conditions be 
large and will be more than offset by 
the annual additions to the principal of 
the debt and the consequent increase 
in debt charges. And yet these three 
items constitute nearly 76 per cent of 
the total. 

Many who have analyzed the French 
revenue system contend that her reve- 
nues from taxation should and could be 
increased. That this could be done 
seems altogether probable although the 
writer has made no independent analy- 
sis. Yet only a very thorough-going 


%? Early in the present year (1922) France was 
able to reduce by 1% of 1 per cent the interest on 
national defense bonds with a consequent saving 
of 300,000,000 francs in interest charges. Jour- 
nal of Commerce, February 23, 1922. 
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optimist could expect such reforms to 
balance the budget. 

What has brought about this deplor- 
able situation? France had the same 
problem of war expenditures, war in- 
debtedness and inflation as other coun- 
tries intensified by the devastation of 
part of her best territory. The Ger- 
man invasion deprived her of the eco- 
nomic output of that area during the 
war and in part for years afterward. 
At the same time, taxes could not be 


being in favor of obligations of rela- 
tively short term, sold chiefly at 
home. 

Let us next notice the volume of 
debt already in existence. The most 
recent detailed statenrent available is 
for June 30, 1922 and may be summa- 
rized as shown in the first table below. 

This statement does not include the 
Public Service Debt, which is made up 
of old age and other pensions. Also 
the figures are provisional, not having 


Tue Frencu Pusuic Dest—June 30, 1922 
(francs) 


Term Debt or Debt by Anmuities. ch ov he 


Perpetual and Long Term Debt. 


87,025,251,000 
26,139,116,000 
149,317,342,000 
23,300,000,000 


285,781,709,000 
3,733,260,000 


282,048,449,000 


collected from these regions. At the 
close of the war she was faced with the 
task of reconstruction. She believed 
Germany should pay for it but immedi- 
ate collection of large amounts was out 
of the question. Postponement until 


been passed on by the Court of Ac- 
counts. The External Debt counted 
in dollars, pounds, yen, etc., has been 
converted into francs at par. Grouped 
as internal and external it is as shown 
in the next table. 


Tue Pustic Dest—INTERNAL AND EXTERNAL 


Internal External 
7,395,280,000 18,743,836,000 
Bank Advances. 23,300,000,000 


Germany could pay was neither possi- 
ble nor desirable and the work was 
begun atonce. The large sums needed 
could not be raised by taxation and if 
they had been, the later adjustment 
with Germany might have been made 
more difficult. Consequently the 


funds were borrowed, the decision 


At certain recent dates, the debt has 
been as follows: 


33,637,000,000 
July $1, 1920............... 235,740,000,000 
June 30, 1921...............| 267,281,000,000 
April 30, 1922. 274,240,097,000 
282,088,449,000 
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Interpretation of this debt is per- 
plexing because of the depreciation of 
the franc. This lessens the burden of 
the internal debt since the price-level is 
still over three times pre-war. Yet if 
this allowance is made there should 
also be a proper allowance on the ex- 
ternal debt. If this be done by assum- 
ing the franc to be worth one-half of 
par, (it actually is about 45 per cent at 
the time of writing and was not 50 per 
cent last April) the foreign debt be- 
comes 71,471,294,000 francs and the 
total debt $21,517,356,000 francs. 
If the franc should go back to its old 
par of 19.3 the burden remains at 282 
billion francs. But it would then be 
even more impossible to bear. A res- 
toration of the value of the franc means 
a fall of prices and an inability to collect 
the same amount of revenue as before. 

There is still another difficulty with 
the debt. Over 30 per cent of the 
total is floating, i.e., due on demand or 
at the end of a period not exceeding one 
year. Of this floating debt, nearly 17,- 
000,000,000 frances is held abroad.” 
There is danger that if the france de- 
preciates much more, or if a plan were 
announced for stabilizing the franc at 
or near its present value, foreign hold- 
ers of this floating debt would either 
immediately sell their holdings on the 
French markets or refuse to accept new 
bills as their present holdings mature. 
The consequences would be serious. 

The “Term Debt” of 26,139,116,000 
francs includes 15,195,615,000 francs of 
“Advances from the American Treas- 
ury” which is due on demand but 
under our recent refunding act may 
perhaps be made payable in 1947. 

* It should be pointed out that the advances 
from the American Treasury and bonds given to 
the U. S. Government for sale of army supplies 
are not included in “Floating Debt” but are in 
the “Term Debt.” Bills remitted to the British 
Treasury (14,525,723,000 francs) and to the 
Bank of England (1,639,300,000) are in “Float- 
ing Debt.” 
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It also includes 5,665,342,000 francs of 
two-year Treasury Bills, some of which 
may have been issued some time ago 
and hence will fall due in less than two 
years from now. There was an issue 
of 5,300,000,000 francs of such bills in 
1921.* 

But, perhaps, the percentage of the 
floating debt is declining and the menace 
is being lessened. Unfortunately, this 
is not the case. They are short term 
obligations issued for three months, 
six months and one year at 4, 41% and 
5 per cent respectively, now reduced to 
314, 4, and 4% per cent. 

Interest ispayableinadvance. They 
are exempt from taxation; their holders 
possess conversion preferences in sub- 
scription to future long-term loans, the 
Bank of France accepts them as col- 
lateral and they are on sale throughout 
the country, at postoffices, tax collec- 
tors’ offices, treasury agencies, etc. 
These have made them an attractive 
investment and they have been very 
popular. The Treasury has relied 
upon them very heavily. Of the sums 
raised by loans on the domestic market 
these “Bons de la Defense Nationale” 
constituted 60 per cent in 1919, 37 per 
cent in 1920 and almost 70 per cent in 
1921. 

The increase in the amount of them 
outstanding is shown by the following, 
each date being the close of the 
month named.* 


Frencu Treasury Brits OurstanpinG 


(francs) 
December, 1914............. 1,619,000,000 
12,574,000,000 
1919.............] 46,140,000,000 


*“W. C. Huntington, Special Report No. 9 
“The Significance of the Short Term Treasury 
Bills, ete.,” Annex “A.” 

Ibid. Ibid. 
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By the end of February, 1922, the 
amount was approximately 67,000,000,- 
000 francs and this was reduced to 6,- 
528,000,000 francs by April 30. While 
this is encouraging, the general fiscal 
situation does not warrant the conclu- 
sion that the improvement can continue. 

The government’s danger is a two- 
fold one. The first is the possible in- 
ability to balance the budget suffi- 
ciently to maintain its prestige. This 
might mean serious difficulty in further 
borrowing reflected in higher interest 
rates, or otherwise. Thus far this has 
not occurred, rates having been re- 
duced. The other danger is that the 
holder of debts now outstanding, 
especially the Treasury Bills, may not 
be willing to renew their holdings. This 
has not yet happened. In spite of all 
the figures we have presented, France 
is not bankrupt in the sense that she 
cannot market her securities. The 
Crédit National has just recently sold a 
loan of 3,290,000,000 francs. 


CONCLUSIONS 


What conclusions seem warranted? 
France, aside from her financial prob- 
lems has been and is improving. Trade 
is, on the whole, good: there is lit- 
tle unemployment; reconstruction has 
been going on rapidly; the trade bal- 
ance is almost favorable, or rapidly 
becoming so. This growth is being 
secured by the hard work and the 
economy of the French people. If one 
were drawing conclusions from these 
facts alone, he would be compelled to 
say that the French are at the present 
time more nearly able than either 
Italy or Germany to begin external 
payments, such as interest on foreign 
debts. 

But this is only a part of the story. 
As in other Continental countries there 
is still much inflation and there are 
probably many overdue failures. The 
commercial banks are operating on a 


very narrow margin of safety and if 
there should be any sudden increase in 
business failures they would presum- 
ably turn to the Bank of France for 
assistance. That bank, however, is 
not in a condition to meet such a strain 
except by the perilous method of large 
note issues, i.e., by inflation. 

An even worse danger is the condi- 
tion of the government financing. 
Annual deficits of some 50 per cent per- 
sist and there are no indications that 
they will be less for several years to 
come, that is, if the promised recon- 
struction work is to continue. If one 
may judge by the past the French pub- 
lic is able to continue buying large 
quantities of Crédit National and 
government securities. But the debt 
charges are carried and should be car- 
ried in the ordinary budget and sooner 
or later must be met out of taxation 
(unless reparation payments solve the 
problem). As these debt charges be- 
come larger and larger, the govern- 
ment’s problems increase. No sink- 
ing fund payments are being met. 
There has been some reduction in the 
principal of her external debt, but the 
total is large, amounting on June 30, 
1921, to 36,393,900,000 francs (at par 
rate of exchange) or to 77,306,300,000 
francs at the rates of exchange pre- 
vailing on that date.” The amount on 
April 30, 1922, we have already esti- 
mated quite generously at 71,650,000,- 
000 francs. 

The French Government has claims 
on foreign governments representing 
advances in cash, in securities, in book 
credits and in war material. These 
amounted to 14,082,000,000 francs on 
June 30, 1921.% These debtors of 
France are Russia, (both the old régime 
and various later governments, the 
amounts being 5,755,000,000 francs) 


7 League of Nations, Memorandum on Public 
Finance, p. 47. 
58 Thid., p. 49. 
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Belgium, the Serb-Croat-Slovene 
State, Roumania, Greece, Poland, 
Czecho-Slovakia, Italy, Montenegro, 
Esthonia, Latvia and _ Lithuania. 
These credits cannot be realized upon, 
and so will afford no relief. 

If, at any time, deficits cannot be 
met and necessary new expenditures 
covered by taxation or by sales of secu- 
rities, the government must choose 
between (a) downright default (b) fur- 
ther borrowing from the Bank of France 
which means a wild and ultimately 
disastrous period of inflation and (c) 
some method of scaling down obliga- 
tions which means (put bluntly) an 
open or disguised repudiation. Just 
how this might be done, we need not 
attempt to say. Possibilities are an 
arbitrary reduction, say by half, in the 
rate of interest paid on outstanding 
bonds and bills, a similarly arbitrary 
halving of the principal, or a frank 
acknowledgment of inability to pay 
certain obligations. Then there is the 
possibility of a capital levy, but French 
public opinion, probably, is not ready 
yet for so drastic a step. Still another 
possibility is to devalue the franc, de- 
ciding that in the future it is the equiv- 
alent of (say) seven or eight or nine 
cents instead of the former 19.3 cents. 
In any case this would be an inade- 
quate solution, for today the franc is 
worth much less than eight cents and 
still the government does not balance 
the ordinary budget. Besides, as al- 
ready pointed out, an announcement of 
devaluation might precipitate a crisis 
since speculative holdings of francs, 
especially abroad, might promptly be 
thrown on the market. Speculation 
on the matter is idle. 


Can France meet her foreign obliga- 
tions? Her economic position is not 
so bad that we need give a flat nega- 
tive, but in the process of reconstruc- 
tion government credit has become 
heavily involved and the outstanding 
debts are enormous. Can the govern- 
ment devise methods of taxation that 
will divert annually to the Treasury 
enough of the national income to make 
the payments due? Probably not. 
There are numerous criticisms of 
French taxation but none of the sug- 
gestions, even if applied, could furnish 
sufficient funds for the purpose. If in- 
ternal obligations were scaled down or 
cancelled, doubtless the foreign debts 
could in time be met but it is idle to 
think of the French public assenting to 
such a solution. 

The only possible conclusion is that 
in the absence of outside relief nothing 
can be done to prevent an ultimate re- 
adjustment of the French public debt. 
What should this relief be? A loan? 
This would merely add to the burden 
of promises and would not be a solu- 
tion. Its only justification would be 
that it would help tide over a tempo- 
rary emergency until payments from 
Germany are made on reparation 
account. 

Toward Germany the thoughts of 
the French of all groups are directed. 
Some still expect and demand the 
large amounts originally specified, at 
least the amounts agreed upon in May, 
1921. Others now call for less but 
there are few, if any, who do not ex- 
pect a considerable measure of relief 
from that direction. The situation in 
Germany will be considered in the next 
chapter. 
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Chapter V 
GERMANY 


Pre-war Germany had an area of 
208,780 square miles, a population of 
64,926,000 and a consequent popu- 
lation density of 311 per square mile. 
The population, which had, prior to 
1850, been chiefly rural, had concen- 
trated greatly in the cities. Emigra- 
tion, which for many years had been 
very heavy, fell off until it was very 
slight just before the war. In- 


Sir R. Henry Rew, as stated in 
Chapter IV, considers that with a 
moderate amount of economy Ger- 
many could be self-sufficing in food 
supplies, she actually did import con- 
siderable amounts of food and not 
all authorities agree with Sir Henry’s 
conclusions. Also she depended on 
outside countries for both food sup- 
plies and markets. Let us notice 


GeRMAN ForeIGN TRADE 


1909 1910 1911 1912 1913 
8,526.9 8,934.1 9,705.7 10,691.8 10,770 .3 
aos 7474.1 8,106.1 8,956.8 10,096 .5 
Import Surplus........... 1,932.7 1,460.0 1,599.6 1,735.0 673.8 


dustrialization made possible the sup- 
port of larger and larger numbers of 
people. The per capita income of 
this population in 1914 was $146. 

This change to an industrial life in 


first her pre-war imports and exports 
for a series of years as shown by the 
table above. 

Next may be given an analysis of the 
foreign trade of 1913 by groups of com- 


modities as shown by the table below. ° 


Germany resulted in a great depend- 
Some of the leading items in Ger- 


ence on other countries. Although 


German Foreign TrapeE tn 1913 


(in millions of marks) 


Surplus of Exports (+) 
Imports Exports or of Imports (—) 
289.7 7.4 — 282.3 
Beverages and foodstuffs................. 2,759.5 1,035.9 — 1,723.6 
5,003.5 1,578.0 — 3,485.5 
Semi-manufactured products. ............. 1,238.8 1,139.4 — 99.4 
Finished products................ 1,478.8 6,395.8 +4,917.0 


* The Income in the United States by W. C. Mitchell, et al., p. 85. Based on estimates of Sir 
Josiah Stamp. 
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man foreign trade by percentages of 


the total are the following:? 
German Forercn Trape By PERCENTAGES OF 
tHE Tora. 
Per Cent 
Exports of Total 
Iron goods, including tin es 13.2 
Machinery, etc.. 7.5 
Coal, coke and briquettes. 7.0 
Woolen goods, including raw and 
combed wool. ot 5.9 
Cotton goods, including cotton yarn 
and thread and raw cotton...... 5.6 
Imports 
35.3 
Food, tobacco, etc............... 28.3 
3.9 


Of the raw materials, imported cot- 
ton was most important, followed in 
order by hides and skins, wool, copper, 
coal, timber and iron ore. Of food- 
stuffs, cereals came first (12.2 per cent), 
followed by oilseeds and cake, cattle, 
coffee, eggs and tobacco. 

An examination of these trade 
statistics shows first of all that Ger- 
many had an excess of imports as did 
the other countries we have examined. 
This excess averaged 1,480,000,000 
marks for the five years given and was 
offset by invisible items the chief of 
which were the earnings of the merchant 
mariné and interest on foreign invest- 
ments. In 1914 tonnage of her mer- 
chant fleet (steel, steam and motor 
vessels of over 100 tons) was 5,098,000 
gross tons, being next to that of the 
United Kingdom which, however, was 
much larger, being 18,877,000 tons. 

* Summarized from J. M. Keynes, The Eco- 
nomic Consequences of the Peace, pp. 190-2. 
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Her foreign investments were estimated 
by Sartorius von Waltershausen in 
1915 at between twenty and twenty- 
five billion marks. Riesser in 1906 
had estimated the same amount but 
thought it too low. 

The total volume of foreign trade 
in 1913 (exports and imports com- 
bined) was 20,866,800,000 marks or 
321 marks ($76.40) per capita, a large 
amount compared with the per capita 
income of $146 or with the per capita 
volume of the foreign trade of the 
United States which in 1914 was $42.57, 
(our per capita income being $335). 
It is important to observe the com- 
position of this trade. Nearly one- 
half of the imports in 1913 were raw 
materials and considerably over 60 
per cent of the exports were manu- 
factured products. 

It is necessary, in discussing the 
present situation in Germany, to keep 
in mind that we are dealing with a 
country that prior to the war was 
largely industrialized and, hence, de- 
pendent on foreign supplies of raw 
materials and on the retention of mar- 
kets in which she could sell her goods. 
An interference with either was bound 
to be disastrous—more so than in 
France and probably more so than in 
Italy, although less so than in Eng- 
land. 

A balance sheet for pre-war Ger- 
many is to be found on page 61. 
Trade figures are five-year averages 
and the other items are estimated.’ 

This balance sheet indicates that 
Germany was accumulating new for- 
eign investments each year to the ex- 
tent of about one billion marks 
($238,000,000). Adding this to her 
purchases of goods, there was a total 
of 10,750,000,000 marks, met only to 
the extent of 8,250,000,000 marks by 
exports of merchandise. The balance 

*Taken from Charles Rist: Les Finances de 
Guerre de l’ Allemagne, p. 232. 
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A Batance SHeet ror Pre-war GERMANY 
(in millions of marks) 


Debtor Creditor 
To purchase of foreign goods....... 9,750 | By sale of merchandise............ 8,250 
Ditto foreign securities and invest- By coupons of foreign securities held 
1,000 by.Germans and dividends on Ger- 
man enterprises abroad.......... 1,500 
By freight for sea transport on foreign 
By disbursement of foreigners in Ger- 
many, insurance premiums paid to 
Germany, companies, etc......... 500 


of 2,500,000,000 marks was met in 
three ways: first and largest, by inter- 
est and dividends on her accumulated 
foreign investments—1,500,000,000 
marks; second, by the earnings of her 
merchant marine—500,000,000 marks; 
and third, by services rendered to 
foreigners—tourists, business men, etc. 
—500,000,000 marks. 


Pre-War GERMANY SUMMARIZED 

We may summarize by saying that 
pre-war Germany was prospering and 
had a large foreign trade. Although 
her per capita income ($146) was 
higher than that of Italy ($112) it 
was less than that of France ($185) 
or the United Kingdom ($2438) or the 
United States ($335). Her popu- 
lation depended much more on foreign 
trade than did that of France. She 
had a larger industrial proletariat 
than that of France and the owner- 
ship of property was less widely 
distributed. 

The war period may be passed 
briefly as we have done in speaking of 
other countries. With certain im- 
portant exceptions it affected Germany 
as it did the rest of the belligerents. 
She lost many of her best men by 
death and wounds, her machinery and 
equipment depreciated and her agri- 


cultural lands deteriorated through 
lack of fertilizers and of careful culti- 
vation. Her experiences differed from 
those of France and Italy in two ways 
that call for attention. Her foreign 
trade during the war dwindled until 
it became of small importance com- 
pared with that of the pre-war years. 
The trade of her enemies suffered 
severely but not to so great a degree. 
On the other hand the war was fought 
for the most part outside of Germany 
and she was not faced with the task of 
restoring large devastated areas. 

In reciting the leading economic 
provisions of the peace treaty, we 
shall not raise the question of the 
justice of the penalties or sanctions 
imposed. The writer may briefly re- 
cord his opinion that, no matter how 
intense one’s convictions may be, the 
question is today less important than 
many others and is diminishing in 
importance as the months pass. 
Avoidance of future conflicts and the 
restoration of economic activity, at 
least to the pre-war volume, so far 
surpass it in significance that we must, 
if need be, subordinate our convic- 
tions regarding German guilt and 
punishment, the mistakes in the Ver- 
sailles Treaty and other matters con- 
nected with the past. It is time to 
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look forward and not to dwell on the 
past. Whether this view is the cor- 
rect one or not each reader must de- 
cide for himself after an examination 
of the facts already presented and 
those in later pages. 

We need not attempt a complete 
enumeration of the economic clauses 
of the Treaty of Versailles. They 
have been presented at length and 
in many places. For our purposes 
reference need be made to only three 
or rather to three groups of them. 

One was the imposition of a repa- 
ration payment. The total amount 
of this was not indicated but was left 
to be settled by a Reparation Com- 
mission whose decision was to be 
reached by May 1, 1921. For this, 
there seem to have been several rea- 
sons. One was the acute difference 
of opinion (protests coming partic- 
ularly from the American delegates) 
over the items for damages that could 
properly be included in view of the 
terms of the pre-armistice statements 
and the armistice terms. A second 
was a similar difference of opinion 
regarding German capacity to pay. 
Third was the intensity of feeling 
among the peoples of the Allied 
countries, particularly France and 
England, who believed that the de- 
feated enemy could and should pay 
all the costs of the war. This feeling 
was increased, rather than diminished, 
by numerous unfortunate utterances 
of prominent statesmen. Fourth is 
the fact that the settlement of repa- 
ration charges in money terms was 
particularly difficult in a period of un- 
certain price levels. A determined 
amount might prove to be too low if 
prices should later rise (as they ac- 
tually did for many months) or too 
high if prices later fell (as they did 
during 1920 and 1921). 

In Chapter IX we shall refer to the 
decisions as to the amount of the pay- 
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ments, pausing here only to notice 
that the sums demanded were large, 
and to indicate the ways in which a 
country can make payments. The 
mechanism of payment is _ technical 
and is connected with credits, foreign- 
exchange, bank reserves and other such 
things. These are highly important 
but less so than the underlying eco- 
nomic conditions which they merely 
reflect. 


Meruops or INTERNATIONAL PAYMENT 


Payments from one country to an- 
other can be made chiefly in four ways. 
One is by the shipment of gold. This 
method is unimportant when the sums 
involved are large. We have observed 
in Chapter I that Europe today owes 
us over $14,000,000,000. Gold sup- 
plies are entirely inadequate to pay 
any large fraction of that amount, 
or even to meet the interest charges. 
If existing amounts were shipped, the 
gold basis for the finances of the 
debtor country would be removed 
and its credit structure would probably 
crumble, while the receipt of the gold 
by the creditor country might merely 
furnish a basis upon which to inflate 
its own credit structure. Let us dis- 
miss gold as unimportant when large 
sums are involved. 

Second is the rendering of services. 
At the beginning of this chapter, we 
noticed that, before the war, Germany 
rendered services in several ways and 
by doing so created credits amounting 
to perhaps one billion marks per annum. 
One-half of this was earned by the Ger- 
man merchant marine which carried 
freight for foreigners, collecting five 
hundred million marks for doing so. 
The other half was paid by foreigners 
traveling or resident in Germany who 
paid hotel bills and traveling expenses, 
and by foreign business men who in- 
sured with German insurance com- 
panies, etc. 
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Third is by the sale of securities. 
Other parts of the world became in- 
debted to Germany and temporarily 
adjusted the matter by selling their 
stocks and bonds to Germans. We 
Americans have similarly purchased 
several billions of dollars of foreign 
securities in recent years. But all 
possible emphasis should be placed 
on the fact that this sale of securities 
is not an actual payment. It is 
merely a postponement, a promise to 
pay later. 

Fourth and most important is the 
exportation of commodities. Pre-war 
Germany bought annually from abroad 
9,750,000,000 marks’ worth of goods. 
To the extent of 8,250,000,000 marks 
she paid for these by exporting her 
own merchandise. 

Let us return now to the question of 
reparations. A decision to require 
a large payment necessarily meant a 
demand upon Germany to pay in one 
or several of the ways mentioned. 
Although a small amount of gold could 
be taken and has been (while at the 
present writing Belgium is demanding 
another 100,000,000 marks in gold) the 
total could not be of any considerable 
importance. The offer of securities, 
ie., German Government bonds or 
promises of any kind, would not be a 
payment at all but merely a promise, 
a postponement to a later date. 
This leaves chiefly two possibilities— 
services and commodities. The atti- 
tude of the framers of the treaty 
(and to a very important degree of 
their peoples behind them) toward 
these two matters becomes very im- 
portant and their views are reflected 
in some of the other provisions of 
the treaty. 

We observed above that the most 
important of the economic provisions 
fell into three groups, and we have 
discussed the first of these—the de- 
mand for a large reparation payment. 


Next are the stipulations that affected 
German capacity to render service. 
The most important pre-war service 
of Germany was performed by her 
merchant marine. Through the rav- 
ages of the war she lost many vessels 
but of more importance are the pro- 
visions of the treaty from which the 
following excerpts are taken: 


Germany recognizes the right of the 
Allied and Associated Powers to the re- 
placement, ton for ton (gross tonnage) and 
class for class, of all merchant ships and 
fishing boats, lost or damaged during the 
war. 

The German Government, on behalf of 
herself and so as to bind all other persons 
interested, cedes to the Allied and Associ- 
ated Governments the property in all 
the German merchant ships which are of 
1,600 tons gross and upwards: in one-half, 
reckoned in tonnage, of the ships which are 
between 1,000 tons and 1,600 tons gross; 
in one-quarter, reckoned in tonnage, of the 
steam trawlers; and in _ one-quarter, 
reckoned in tonnage, of the other fishing 
boats. 

As an additional part of reparation, 
Germany agrees to cause merchant ships 
to be built in German yards for the account 
of the Allied and Associated Governments 
as follows: 


Further quotation is not necessary. 
Germany agrees if demanded to build 
and deliver to the Allies ships of such 
type as they may specify up to 
200,000 tons per year for five years. 
The value of these deliveries is to be 
credited to the reparation account. 

It will be noticed that Germany was 
required to surrender all of her larger 
merchant ships and an important 
fraction (from one-quarter to one-half) 
of her smaller ones. Further she 
bound herself to deliver large amounts 
of tonnage to be later constructed. 
Some of these requirements were later 
modified but not sufficiently to weaken 
our conclusions. Germany’s capacity 
to pay by rendering service with her 
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merchant fleet was immediately re- 
duced from a possible 500,000,000 
gold marks per annum to nearly or 
quite nothing (accepting the pre-war 
earning power as a basis). Her abil- 
ity to create a new fleet was weakened 
by the demand for ships later con- 
structed. This meant the diversion 
of labor and capital that might have 
been used in other ways: (1) to con- 
struct ships for delivery to the Allies and 
(2) to construct other ships for her own 
use, replacing the ones surrendered. 

How far was Germany’s capacity 
to render other service weakened? 
There is nothing in the treaty that 
operates to keep tourists out of Ger- 
many, although antipathy toward the 
Germans and the economic situation 
there may have had some influence. 
On the other hand, the low level of the 
mark on the world’s exchange markets 
has encouraged travel and residence 
in Germany. 

German ability to render financial 
service to other countries has probably 
been greatly impaired. Her foreign 
trade and financial organization was 
greatly weakened from 1914 to 1918. 
War and post-war hatred has played 
an important part and has been power- 
fully aided by strong pleas everywhere 
to turn business to home banks and 
insurance companies. 

The net result of these forces can be 
stated with precision by no one. If 
a calculation could be made it would 
probably show that German capacity 
to render services abroad after the war 
was no more than from one-fourth to 
one-half her pre-war capacity. 

The other leading method of payment 
is by the delivery of commodities. 
German capacity to do was 
affected in several ways. 

The first was by the reduction of her 
territorial area. She has lost Alsace- 


this 


Lorraine, Poland, Upper Silesia and 
other minor areas. She has for at 


least fifteen years lost the coal output 
of thejSaar Basin. She has also lost 
all of her colonies. 

Second, was the temporary re- 
duction in capacity because of her 
losses of man power during the war, 
the lowered vitality of her entire 
population and the depreciation of her 
capital. The last factor manifested 
itself in an impoverished soil, a de- 
teriorated railway system, poorer tools 
and machinery in her factories, a 
greatly retarded building program 
and in other ways. These are, of 
course, difficulties that were faced by 
all of the belligerents and some of 
them even by neutrals. 

Third come the provisions of the 
treaty which relate to commercial 
relations. Germany is required to 
extend most favored nation treatment 
to products from the Allied and 
Associated countries. To this in it- 
self there can be no objection. Ger- 
many’s capacity to pay indemnity 
is affected because the obligation is 
not reciprocal. Any treaties entered 
into before the war binding the Allied 
and Associated Powers to grant most 
favored nation treatment to Germany 
are wiped out by the treaty of peace. 

An even more serious check to 
Germany’s export trade has been the 
hostility throughout the world to 
German goods and the tendency 
shown by most countries to erect 
tariff barriers. The United States 
passed the Emergency Tariff of 1921 
and more recently the Fordney- 
McCumber Act. France has strength- 
ened her tariff barriers and even 
England, the home of free trade, has 
attempted to grant a measure of pro- 
tection to home industries. 

These influences reduced German 
capacity to pay with commodities 
by lessening her sources of supply 
of raw materials and by depriving her 
of markets. 
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GENERAL EFFect OF THE TREATY 
PROVISIONS 


These three groups of provisions 
(combined with certain associated 
conditions) were contradictory. A 
reparation payment was demanded 
whose amount was not at first de- 
termined, but was later set at a large 
sum. Payment of this necessarily 
meant the delivery of goods, the 
rendering of services or both. Other 
provisions made such payment more 
difficult (and, in the opinion of the 
writer, impossible) by weakening Ger- 
man capacity to render service and 
by imposing obstacles to the exporta- 
tion of goods. 

No reference has yet been made to 
German holdings of foreign securities— 
her investments in other countries, 
which have been estimated at from 
twenty to twenty-five billion marks. 
Like other belligerents the Germans 
sold many of these during the war 
and much German property ip bellig- 
erent countries was seized and held, 
to be used in the settlement of counter 
claims for damages. Much that is 
left of the pre-war holdings is doubtless 
concealed to avoid confiscation. New 
post-war investments have similarly 
been concealed. Their amount is at 
present a matter of guess, the estimates 
varying widely.‘ 

Under the most favorable conditions, 
a modern country finds it difficult to re- 
adjust quickly its economic life in order 
to begin making large foreign payments. 
Agriculture, industry, commerce and 
finance are delicately interrelated and 
adapted to a certain combination of 
imports, exports, freight payments, 
tourist travel, etc. A demand to 


*One English banker told the writer he be- 
lieves the amount at present to be about £500,- 
000,000. Sir Rebert Horne in the House of 
Commons on August 3, 1922, placed the amount 
at £200,000,000 after making deductions for 
necessary working capital. 


make heavy external payments is a 
demand for a readjustment of intricate 
economic machinery, a shifting of 
large amounts of labor and capital. 
Under the most favorable circum- 
stances such adjustments can be ac- 
complished only slowly by the richest 
of countries. 

Evidence of this is not hard to find. 
After the close of the war, the United 
States could not hope to collect at 
once the interest due her from her 
European debtors and agreed to a 
funding of interest for a period of three 
years. Even today none of those 
debtors is in a position to pay large 
amounts, and most of them can as yet 
pay none at all. It is an economic 
impossibility. Our survey of Italy 
shows her inability at present and for 
an indefinite period in the future. 
The economic organization of France 
has been so adjusted that payments of 
small and increasing amounts could 
begin if it were not for an internal, 
fiscal situation that makes it im- 
possible and perhaps politically and 
socially dangerous to make the attempt. 
England has announced her readiness 
to begin payments at once, but many 
Englishmen seriously doubt her eco- 
nomic capacity.® 

In a later chapter we shall con- 
sider the situation of England, but 
for the present must again turn to 
Germany. We have expressed the 
opinion that the payment of large 
reparation sums would have been for 
a time impossible even under the most 
favorable conditions. The payment 
was made even more impossible by 
the loss of her merchant fleet, her 
foreign investments and her colonies 
and by her weakened economic con- 


‘Thus F. W. Hirst in the Public Ledger of 
September 14, 1922, voices a serious doubt re- 
garding her ability actually to continue making 
the payments so freely promised only a short 
time ago. 
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dition. Moreover, Germany’s polit- 
ical condition complicated the prob- 
lem.’ The strongest of governments 
could not have done the impossible 
and only a weak government could 
exist in Germany in the post-war days. 

Perhaps it is worth while to observe 
again that in none of these statements 
have we intended to express an opinion 
regarding the justice of any of the terms 
* imposed on Germany at the end of the 
war. We are attempting an expla- 
nation of the present economic sit- 
uation in Europe. One of the first 
steps in an undertaking of it is to 
grasp the fact that the terms were 
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Let us turn now to the economic 
developments in Germany since the 
close of the war. What progress has 
been made and how near is the country 
to the pre-war level? We have com- 
mented on the difficulties in presenting 
statistics for Italy and France whose 
areas have been altered only slightly 
by the post-war settlements. German 
frontiers have been changed so com- 
pletely as to make trustworthy esti- 
mates much harder. 


AGRICULTURAL OvuTPUT 


In the following figures for agricul- 
tural output amounts are for German 


In GerMANY—Tora. YIELD 
(in thousands of tons) 


Year Wheat Rye Barley Oats Potatoes — 

1918. . 4,043 10,131 3,040 8,618 44,018 16,642 
1920. . 2,247 4,933 1,792 4,826 27,877 7,964 
1921. . 2,933 6,798 1,938 , 5,004 26,151 7,552 
Per cent, 1921 to 1913 . 72 67 63 58 54 45 


impossible of fulfillment, even by a 
people eager and anxious to do so. 

That the Germans do not want to 
make large payments is entirely prob- 
able. The writer is quite convinced 
such is the case. He is equally certain 
that many subterfuges have been em- 
ployed to delay payments and to 
lessen their amounts. Nevertheless 
the impossible nature of the demands 
have given Germany an admirable 
and an entirely adequate excuse for 
her failure. 


* Walter Rathenau, late Foreign Minister 
of Germany, expressed it in January, 1922, in an 
address at the Cannes conference: “ Deutschland 
ust immer ein Land der Ordnung gewesen, Deutsch- 
land ist aber durch einen verlorenen Krieg, durch 
schwere Verluste und durch eine Revolution 
hindurchgegangen.” His own murder five months 
later was evidence of the accuracy of his picture. 


territory as it existed in 1921. The 
figures for sugar beets, however, are 
for pre-war territory.’ 

A considerable portion of Upper 
Silesia has since changed hands but 
that is much more important in a 
presentation of mineral output than 
in agriculture. 

If, as is claimed,* pre-war estimates 
overstated yields by perhaps 15 per 
cent and they are now understated by 
perhaps 5 per cent, a considerable 
modification of the above is necessary. 
Even if this allowance be made, the 

*Taken from Report on the Economic and 
Financial Conditions in Germany to March, 1922, 
by J. W. F. Thelwall, commercial secretary to 
H.M. Embassy, Berlin, Appendix XXV. 

5 See e.g., Joseph S. Davis, “Recent Economic 
and Financial Progress in Germany,” The Re- 
view of Economic Statistics, July, 1921, p. 155. 


ia 

66 

| | 


WESTERN EvROPE AND THE UNITED STATES 67 


slow recovery of productivity through 
1921 was not encouraging. The short- 
age of fertilizers and of labor are at 
least partial explanations. The out- 
look for 1922 was more promising but 
the latest reports in the public press 
are discouraging, stating that the poor 
weather had seriously damaged the 
crops with the exception of potatoes, 
the yield of which is expected to be 
large. 

Agriculture is clearly below pre-war. 
Even after making every allowance for 
inaccuracy in estimates, one is forced 
to the conclusion that the amount of 
home-grown food is much less per 
capita than before the war.® In 


of another sort that may be utilized. 

The numbers of various animals are 
as shown in the table below, the figures 
again being for the new frontiers." 

This shows a much better situation. 
The worst condition, as yet, is the 
number of swine which is only 70 per 
cent of 1913—due perhaps to the free- 
dom with which swine were slaughtered 
during the war. 

But even with this better showing in 
the livestock figures there is clearly 
no margin for export of food, unless 
we should assume a very greatly re- 
duced consumption of food per capita. 
One German ® authority declares that 
the “German people must still be 


Livestock in GERMANY 


(000’s omitted) 

Horses 
Year (excluding Army | Cattle Sheep Pigs Goats 

horses) 
8,835 18,570 4,988 22,668 3,197 
3,588 16,806 6,149 14,179 4,458 
Per cent, 1921 to 1913 ... 96 90 117 70 185 


addition to the alteration of boundaries 
there has been a considerable amount 
of immigration into Germany. One 
estimate '° is that the population den- 
sity of 125 per square kilometer before 
the war has become 131.3 today. 

There is an intensified demand for 
food and so far as the products named 
are concerned there is less product. 
If there is not a lowering of standards, 
more food must be imported unless, 
of course, there is home-grown food 


* The area of Germany is about 13 per cent 
less than pre-war and the population about 10 
per cent less. 

© P. Merz, “The Food Supply of Germany,” 
Manchester Guardian Commercial Supplement, 
Section 6, p. 359. 


content with 55 per cent of the most 
necessary articles of diet which were 
available, per head of the population, 
before the war. The standard of 
living has been lowered since pre- 
war days by 45 per cent.” 

Whether these percentages are cor- 
rect the writer does not know, but it is 
entirely clear that Germany’s ability 
to pay reparations, by means of the 
export of foodstuffs, is even less than 
before the war and it will be remembered 
that she then imported a considerable 
percentage of her food. Such a situ- 


u J. W. F. Thelwall, op. cit., Appendix XXVI. 
2 P. Merz (Privy Councillor, president of the 
State Corn Department) op. cit. 
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ation is not surprising. Germany is 
an industrialized country and must 
import food and raw materials. Un- 
less there is a revolutionary change in 
her economic organization this will 
continue to be the case. 

This is illustrated by the figures for 
German imports for the first three 
months of 1922, when the food im- 
ported (excluding live stock, tobacco 
and beverages) was valued at 12,605,- 
000,000 marks or nearly 20 per cent 
of the total imports." 


Orner Propvucts 


The output of German coal is more 
encouraging while that of pig iron 
and crude steel is less so.“ 

Propuction or Coat, Pia Iron anp 
Crupve Sree: 
(monthly averages in thousands of metric tons) 


Pig Crude 

Year Coal iron t | steel f 

1,127 
940 1,133 
963 1,148 
883 1,176 
9,723 471 561 
463 643 
eee 11,351 625 750 


*From 1919, excluding Alsace-Lorraine and from 
1920, excluding Saar and Palatinate, 

+ Excluding Luxemburg: including Alsace-Lorraine 
from 1913 to October, 1918. 

Of the three commodities named, 
the output of coal is most nearly 
up to the pre-war level. In esti- 
mating its volume, allowance must be 
made for the loss of Alsace-Lorraine, 
the Saar and the Palatinate. In judg- 
ing of its importance as compared 
with German needs, it must be re- 
membered that Germany is under the 


18 Federal Reserve Bulletin, July, 1922, p. 815. 
“League of Nations, Monthly Bulletin of 
Statistics, June, 1922, pp. 7 and 8. 


obligation to deliver 2,000,000 tons 
per month to the Reparation Com- 
mission, the actual amount of the de- 
liveries being considerably less. There 
are reductions in German needs due 
to losses of territorial area, and there 
are probably some increases due to 
altered industrial conditions within 
the country. 

The net result may be indicated by 
noting that in 1913 Germany imported 
11,400,000 tons of coal or somewhat 
less than one million tons per month. 
Today, with a reduced area she is 
importing more. The amount im- 
ported from Great Britain has been 
increasing for several months and for 
August, 1922, is estimated at 1,500,000 
tons. This large amount seems to be 
due in part to a reduced production 
in the Ruhr, where at the present 
time there seems to be hope for a 
larger output. 

The pig iron output of 1921 was less 
than half that of 1913 and, if the 
production of Alsace-Lorraine, which 
averages 93,000 tons per month, were 
added, it would be only a little more 
than half. The output of crude steel 
is only a little more than one-half 
that of 1918 and the Alsace-Lorraine 
output of 72,000 tons would make the 
total in 1921 only 822,000 tons per 
month or less than 59 per cent of that 
in 1913. 


Tue Votume or ForeIcN TRADE 


Turning from this discussion of in- 
ternal productivity to Germany’s for- 
eign trade as a whole, what do we 
discover? Here, too, statements are 
hard to make with precision. Because 
of the widely fluctuating quotations 
for the mark, trade statistics are hard 
to interpret. 

We may state the figures first in 
marks without allowance for depreci- 


% Commerce Reports, September 18, 1922. 
p. 768. 
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GerMaAny’s Imports AND Exports 
(in millions of paper marks) 


| BALANCE OF 

YEAR ImPoRTS Exports Exports (+) or 

or Imports (—) 
1913. | 890 841 _ 49 
1919. . 2,698 838 — 1,860 
1920*. | 5,696 4,579 — 1,117 
1921f. 9,910 8,295 — 1,615 

1922 

February . 12,001 14,482 + 2,481 
22,919 21,285 — 1,634 
April. 28,266 22,955 — §,$11 
May. $2,422 27,076 — 5,336 
June. . 34,364 30,232 | — 4,132 
July... 45,738 35,707 — 10,031 
August. 56,500 60,300 3,800 


* Average age for first six months only. Figures for the other months not available. 
+ Average for eight months only. Figures for first four months not available. 


ation, giving monthly averages in 
millions of marks.'* (See table above). 

With the exception of December, 
1921, and January, February, and 
August, 1922, Germany’s trade balance 
has been unfavorable. However, it 


Germany's Imports AND Exports 
(in millions of gold marks) 


seems large as stated in paper marks 
and must be corrected to allow for de- 
preciation. Stated in gold marks by 
allowing for this depreciation the fig- 
ures are as follows for the eight months 
of 1921 and for 1922: 


BALANCE OF 
Imports Exports Exports (+) or 
or Imports (—) 
1913. 890 841 — 49 
1921 
May 365 303 — 62 
June 387 $28 — 59 
July . 408 333 — 75 
August 460 327 — 133 
September 443 $12 —131 
1922 
271 309 + 38 
Monthly average in 1922.............. 368 344 — 24 
Per cent of 1922 to 1913.............. 41 


6 Figures as given in Federal Reserve Bulletin, August, 1922, p. 973, except for 1919 and the first 


five months of 1920, which are from Documents 
1920, Paper No. V, International Trade, p. 29. 


of the International Financial Conference ai Brussels, 
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It will be helpful also to present the 
monthly averages of foreign trade in 
thousands of metric tons. 


Germany's Imports AND Exports 


(in thousands of metric tons) 
Year | Imports | Exports 
1,570 1,651 
1922 
January.... 2,309 2,027 
February..... 1,475 1,747 
2,645 2,153 
2,889 2,760 
May 3,810 | 2,093 
Monthly average in seven 
months of 1922.........| 3,135 2,041 
Per cent of 1922 (seven 
months) to 1918..... ..| 51 33 


* Eight months only. 


The import figures we have given do 
not include philanthropic gifts nor do 
the exports include deliveries on repa- 
rations account. 

If one examines the first set of figures 
which give the foreign trade in paper 
marks, he gains the impression of a 
very great increase, of a flood of Ger- 
man goods making their way into the 
world’s markets and disastrously com- 
peting with the products of other coun- 
tries. It is necessary to keep con- 
stantly in mind, when one reads the 
reports of German trade, that it is 
expressed in paper marks and should be 
converted to gold marks before conclu- 
sions are drawn. 

Where this is done, as shown above, 
by multiplying the figure for each 
month by the percentage of parity of 
the German mark during that month 
in terms of the American dollar, the 
result is startling. Instead of the vol- 
ume of trade being nearly four times as 
great as before the war (the impression 
conveyed by the first figures) the rela- 
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tionship is just reversed. Imports for 
the first six months of 1922 averaged 
only 368,000,000 gold marks or only 
41 per cent of the average for 1918. 
Exports during the same period aver- 
aged 344,000,000 gold marks, or only 
41 per cent of the average for 1913. 
Tonnage statistics show the same situa- 
tion. Imports into Germany averaged 
6,073,000 tons per month in 1913 but 
only 3,135,000 tons per month during 
the first seven months of 1922—or 51 
per cent of the 1913 figures. Exports 
in 1913 averaged 6,141,000 tons and in 
1922 only 2,041,000 tons or 33 per cent 
of the 1913 figure. 

Such a situation is worse than seri- 
ous. If true, itisappalling. It means 
an immediate shortage of food and raw 
materials, a shortage that goes far to 
explain the reports of unrest and riot- 
ing in German cities. Even worse, it is 
gradually weakening German produc- 
tive power by. cutting off nourishment 
and the raw materials needed by the 
factories. 

Next to attract attention is the fact 
that Germany still has an import bal- 
ance. For the eight months of 1921, 
this import balance averaged 71,000,- 
000 gold marks, compared with only 
49,000,000 gold marks in 1913. Unless 
this is offset in some way by other 
items, Germany is not making external 
payments but is going farther and far- 
ther into debt. If she is settling obli- 
gations in one direction, they are being 
increased still more elsewhere. 

Are there any invisible items? Prob- 
ably so, but their size cannot be very 
large. Her merchant marine of 5,098,- 
000 tons in pre-war days earned, as 
estimated above, about 500,000,000 
gold marks. Her present fleet of 1,- 
783,000 tons (on June 30, 1922,) is 35 
per cent of the pre-war size and with 
ocean freight rates at their present 
level can presumably earn no more 
(and perhaps less) than 35 per cent of 
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500,000,000 marks or 175,000,000 
marks per year which is less than 15,- 
000,000 gold marks per month. This 
cannot offset the average import bal- 
ance of 71,000,000 gold marks per 
month in 1921 and 24,000,000 gold 
marks in 1922. 

The other invisible item of impor- 
tance is that of interest on foreign 
investments. The amount of this 
cannot be estimated today with any 
accuracy. The most generous esti- 
mate from any responsible person was 
given to the writer by one of the best 
known and ablest of the British bank- 
ers as £500,000,000 which is about 10,- 
000,000,000 gold marks or less than 
one-half of the estimated amount in 
pre-war days. At 5 per cent this 
would yield in interest return less than 
42,000,000 gold marks per month, still 
leaving a large import balance to be 
provided for; Sir Robert Horne, Chan- 
cellor of the British Exchequer in the 
House of Commons on August 3, 1922, 
estimated these foreign holdings, ex- 
clusive of working capital, at only 
£200,000,000. This would give an 
interest yield of less than 17,000,000 
gold marks per month. 

If these trade statistics are accurate 
or even approximately so, Germany 
was getting farther and farther behind 
in 1921, and is just about balancing 
accounts in 1922. But are they ac- 
curate? Mr. C. E. Herring, United 
States Commercial Attaché at Berlin, 
after a study of the statistics of the 
last six months of 1921,'7 concludes 
that the figures cannot be considered 
entirely accurate. He states his belief 
that “the Statisches Reichsamt com- 
piles accurately the material which it 
receives but that a large amount of un- 
dervaluation of exports exists, either by 


‘7 “Analysis of German Foreign Trade Statis- 
ties,” United States Department of Commerce, 
Trade Information Bulletin, No. 40, June 26, 1922, 
p. 17. 


double invoicing or otherwise.” There 
is probably inadequate checking up of 
the shipments at Hamburg, the chief 
outlet for German exports. Export 
prices have probably not been held 
down but, since the London ultimatum 
bases a part of the reparations pay- 
ment on the value of German exports, 
the German exporter has a strong in- 
ducement to conceal his actual sales’ 
price. 

Mr. Herging’s general conclusion 
should be quoted in full: 


The net result of these investigations 
is the discovery that quantities are some- 
what understated, but that in any case 
they are very much smaller than before 
the war and indicate an abnormal relation 
between German production and German 
exports. There is a more serious dis- 
crepancy in the value of figures of German 
exports which may mean that the visible 
balance of trade, if not actually favorable 
during 1921, has been less adverse than the 
figures would indicate. These inaccuracies, 
however, do not vitally affect the conclusion 
that during the last six months of 1921, 
the decline in the world’s purchasing power, 
rather than more formidable German com- 
petition, is the explanation of the depression 
of the export trade of other great in- 
dustrial countries, and that German in- 
dustry will, apparently, have to export a 
considerably larger proportion of its out- 
put than during the past year if present pro- 
duction and unemployment are to be 
maintained. 


UNEMPLOYMENT IN GERMANY 


The last sentence quoted from Mr. 
Herring’s report confirms the fre- 
quently heard statement that there is 
great activity and little unemployment 
in Germany. The following statistics 
present the available data on this 
question. 

There are no inclusive unemploy- 


18 Federal Reserve Bulletin, November, 1921, 
and August, 1922. For April to July, 1922, 
from Commerce Reports, passim. 
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ment figures and the statistics in the 
table below include only those receiving 
state aid. 

These figures are remarkable for the 
sudden decline, beginning in May, 1922, 
and show that there is as yet an abun- 
dance of work in Germany. 

Since there is great industrial ac- 
tivity and little unemployment, what is 
the explanation of the small volume of 
exports and what basis, if any, is there 
for the frequent reports @f economic 
distress in Germany? 


activity in Germany has been devoted 
to repairing her economic equipment 
that deteriorated seriously during the 
war. To the casual observer traveling 
in Germany today, the restoration ap- 
pears to be very considerable. Fields 
seem well tilled; factories operating 
effectively and railroads in good condi- 
tion. The writer inquired specifically 
regarding the general status of the 
different lines of economic activity, 
some of which cannot be reflected in 
statistics, and found it generally con- 


UNEMPLOYMENT IN GERMANY 


Noumser or Unemp.orep Persons Recetvine State Arp 


1920 (monthly average)... ..... 366,241 

1921 
410,238 
February 423,164 
March 426,600 
April 413,321 
May 394,262 
June $57,352 
August. . 268,508 
September 232,369 


1921 | 


1922 

200,000 
209,000 
51,417 
September. .. 43,217 


It must not be forgotten that al- 
though the exports are probably under- 
estimated, they are still much less than 
pre-war and there is probably still a 
considerable import balance. Also 
there have not been included exports of 
coal, etc., on reparation account, and 
among the invisible items are large 
payments in cash to the Reparation 
Commission. Also there are many 
reasons why German writers and Ger- 
man sympathizers should exaggerate 
tlte economic difficulties of Germany 
with a view to securing a modification 
of the reparations demands. 

Nevertheless there are facts that 
support the contentions referred to. 
A considerable part of the industrial 


~ 


ceded that great progress had been 
made in restoring the material equip- 
ment of the country. A large amount 
of capital and labor has been utilized in 
this way. In fact the French allege 
very bitterly that there has been lavish 
expenditure, some of it wasteful and 
much of it for additions and better- 
ments, funds being used that should 
and could have been devoted to repa- 
rations.'® This the Germans deny and 
it is almost impossible to ascertain 
the truth. The writer, after numerous 
inquiries, concluded that there is some 

For a forceful presentation of this see La 
France 4 Génes by Celtus, especially Chapter V. 
This volume is a particularly clear and vigor- 
ous presentation of the French viewpoint toward 
conditions in Europe today. 
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basis for the charge but far less than 
the French claim. 

Another influence, whose impor- 
tance also is hard to measure, is the 
sabotage by labor. Plenty of employ- 
ment does not mean a large product. 
Slackening of effort by labor has been 
charged in all countries since the war 
but the issue has been complicated by 
the animus of many employers to- 
wards union labor and accurate con- 
clusions are difficult.*° 

Reference should again be made to 
the fact that the volume of exports is 
probably much minimized. 

Nevertheless there is much distress. 
Much of the activity is probably of an 
ephemeral sort and cannot be main- 
tained. Its basis is not sound and is 
to an important extent dependent on 
the inflation of the currency. Infla- 
tion is always a stimulus to activity, 
in the long run a harmful one, and that 
in Germany today is no exception. 

It operates as follows. Inflation 
causes a decline in the value of the 
mark in the currency of other countries 
and gives for the time being an advan- 
tage to the German manufacturer and 
exporter who can undersell their com- 
petitors in other countries. But this is 
a short-lived advantage. Many raw 
materials must be purchased from 
abroad and paid for in foreign money 
at very high prices in terms of the de- 
preciated mark. This raises produc- 
tion costs and is soon followed by 
higher prices for such of the products as 
are sold within Germany. Also im- 
ported foodstuffs cost more and more 
in marks, which means a higher cost of 


*” That this charge is not true in Germany 
seems to find support in statistics published a 
few months ago by the Frankfurter Zeitung 
from which the conclusion is drawn that in piece 
work the intensity of labor is at least as high as 
before the war. 
13, 1922, p. 904. 


The Economist, (London), May 


living and frequent demands from 
German workers for higher pay.” 

Soon the level of internal prices is 
driven up to a point where costs of 
production offset the temporary advan- 
tage due to the depreciation of the 
mark. High prices for imported goods 
and weakened credit soon drive many 
manufacturers out of business unless a 
further fall of the mark gives them 
another temporary advantage. 

In June last, thoughtful observers in 
Germany agreed that an economic 
crisis of gigantic proportions could not 
long be postponed if the value of the 
mark remained steady at its then level 
of from 300 to 325 to the dollar. Since 
that time the mark has again fallen but 
so wildly that the irregularity and un- 
certainty have become an added com- 
plication. Many fear a crisis at 
almost any time. 


GERMAN FINANCES 


This brings us to a consideration of 
German finances which may be exam- 
ined as we have those of Italy and 
France, by noticing first corporate, 
then bank and finally governmental 
financing. As a preliminary and also 
as an explanation of what follows it is 
important to notice first the rise in 
wholesale prices as shown by the 
Franfurter Zeitung index number 
(Prices of July, 1914, equal 100).” 


21 One day in June last, when the writer was 
going through a German factory with the man- 
ager, the employees presented a demand for a 
40 per cent increase in pay to date back to May 1. 
The manager explained that the demand was 
not unfair and would be allowed to the extent 
of about 35 per cent. He added that the de- 
mand had been anticipated and had been allowed 
for in the company’s cost sheets. This is not 
an unusual incident but is becoming more and 
more common. 

22 The following index numbers are as given 
by C. E. Herring in Commerce Reports, Augus'. 
21, 1922, p. 509, and September 18, 1922, 
p. 767. 
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WHo.esaLe Prices GerRMANY 


100 
1922 

January 1..... 4,238 
4,612 
7,379 
9,140 
13,935 
September 1....... | 28,919 


The government cost of living index, 
comprising food, heat, light, and rent 
and based on 100 for 1913 and 1914, 
shows the following: 


Cost or Livine GERMANY 


July, 1921. . 1,124 

1922 
1,825 
February. . . 2,209 
3,175 
3,779 
4,990 
September . 11,376 


For the month of July, 1922, Dr. 
Kuczynski’s estimate of the weekly 
minimum cost of existence for a family 
of four averaged 1,763 marks during 
July, 1922, or 61 times the pre-war 
cost, showing the following increases 
over 1914: food, 71 times; rent, 24% 
times; heat, 72 times; light, 42 times; 
clothing, 89 times. 

These price figures show, first, an 
extremely high level over pre-war and, 
second, a very rapid increase since last 
spring, an increase that is gaining in 
momentum. Internal prices show a 
tendency to respond very promptly to 
a fall in the external value of the mark. 
The effect of this on particular groups 
in Germany is impossible to picture. 
Professor Werner Sombart, of the 
University of Berlin, prepared, some 


months ago, an especially valuable 
analysis,“ comparing the situation by 
the end of 1921 with that prior to the 
war and reached the following conclu- 
sions: 

1. The position of no class has improved. 

2. The standard of living of a very 
small upper class and of the lowest class 
are the same as before. 

3. The standard of the remaining 
classes has fallen. 


What a similar analysis would show 
for today can only be guessed. Whole- 
sale prices on September 1, 1922, were 
nearly seven times those of the preced- 
ing January and 289 times pre-war. 
The cost of living index (which is for 
retail prices and is held in check some- 
what by laws against rent-gouging and 
by a bread-subsidy) was in September, 
1922, 113 times pre-war and nearly 
seven times that of January 1. What 
the situation will be when these lines 
are published in November, 1922, the 
writer dare not even suggest. 

It is often remarked that high prices 
make little or no difference in a coun- 
try since all prices and wages rise leav- 
ing everybody as well off as before. 
This is false since all prices do not rise 
with equal rapidity and since ordina- 
rily the rise in wages lags behind the 
rise in prices. 


Some Errects or tHe Rise IN 
Prices 

This rise in prices has had many 
effects on the economic and social life 
of Germany. Into the broader effects 
we shall not attempt to go, except to 
observe that they force violent read- 
justments upon nearly all groups with 
a strain whose consequences vary from 
the mild and unimportant ones to 
others which shake the very founda- 


% The New Republic, May 24, 1922, p. 362. 
This article is strongly recommended to those 
who still believe that the Germans are a highly 


prosperous people. 
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tions of our social life.“ A few of the 
effects that are of the most immediate 
importance to America must however 
be referred to. 

The fall in the value of the mark has 
operated to encourage the exportation 
of German goods. Although the total 
volume of these exports has been rela- 
tively small, as shown by the figures 
already given, there has been some 
“valuta dumping,” as it is called—the 
sale of goods at a very low price in for- 
eign currency, although at a fairly high 
price in marks, high enough to yield 
the seller a considerable profit. This 
dumping may be a disadvantage to the 
country receiving the goods where the 
price at which they are sold may be far 
below the cost of producing similar 
goods. From the German standpoint 
there may also be difficulties. One is 
the loss to Germany if the goods are 
sold at an unnecessarily low price and 
the other is the possibility of an exces- 
sive export of goods, e.g., newsprint 
paper, of which there may be a domes- 
tic shortage. Also the irritation in 
other countries against Germany, be- 
cause of this competition, might make 
it wise for the German Government to 
exercise control over exports. 

For all these reasons, an attempt has 
been made to exercise control over ex- 
port prices which has been largely in 
the hands of the foreign-trade com- 
mittees (Aussenhandelsstellen) quasi- 
official bodies representing the various 
industries. It has been hard for them 
to exercise adequate supervision at a 
time when there has been such a vio- 
lent fluctuation in the value of the mark 
and trade has become very much dis- 
organized. 

One of the most serious difficulties 
faced by the German manufacturer 
(or exporter) is the impossibility of 

*“ For a particularly clear and able presenta- 
tion, see J. M. Keynes “The Consequences to 
Society of Changes in the Value of Money,” 
Manchester Guardian Commercial, Supplement, 
Section Five, July 27, 1922, p. $21. 


knowing his costs for any considerable 
time in advance of delivery. A con- 
tract to deliver a consignment of goods 
at a specified price two months ahead 
becomes hard to fulfill if in the interval 
costs have so increased as to destroy 
all the anticipated profit. As a result, 
one of two things occurs. Either the 
sales are made for cash and only for im- 
mediate delivery, or when the time for 
delivery arrives, the seller contends that 
changed conditions, especially higher 
costs of production, make necessary a 
higher price than the one agreed upon. 

Because of these uncertainties, con- 
tracts of sale often have inserted in 
them a clause known as the Preisfrei- 
bleibend clause which definitely per- 
mits deviations from the contract as a 
result of changed conditions between 
the signing of the contract and the 
date of performance. The courts of 
Germany in upholding this clause have 
for some time accepted increased 
wages, freight rates and other produc- 
tion costs as a sufficient cause for chang- 
ing contract terms. 

A recent decision of the Federal 
Supreme Court at Leipzig has added 
further complexities. A certain de- 
fendant withdrew from an agreement 
to sell his business for a fixed price at a 
future date. The court ruled that an 
agreement need not be carried out 
when the parties thereto mistakenly 
assume at the time of contracting that 
there would at the time of carrying out 
the contract be a fair exchange of 
values. The court even emphasized 
the fact that currency depreciation is 
sufficient cause to make the exchange 
of values sufficiently unfair to warrant 
the repudiation of the contract. The 
London Economist comments:* “The 
new decision practically makes all pur- 
chase and delivery contracts unen- 
forceable.” 


% The Economist (London), June 17, 1922, 7. 
1250. See also Commerce Reports, August p, 
1922, p. 406. 
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The result of such conditions is 
naturally todiscourage time contracts— 
a change whose effects on business are 
almost incalculable and can be fully 
appreciated only by those who realize 
the extent to which contracts for future 
delivery are the usual business arrange- 
ment. Large well-established German 
houses are slow to take advantage of 
this legal situation, but conditions as 
a whole are extremely trying and detri- 
mental to the conduct of business. 


Capita Issues 
Since everything in Germany is 
priced at a higher level than before, it is 
to be expected that German corpora- 
tions would be compelled, when secur- 
ing new capital, to sell securities of a 
correspondingly higher value. 
How this has developed during recent 
years is shown by the amount of capi- 
tal increases in recent years.” 
Caprrau Issues (Increases or Caprrat) 
(in millions of marks) 


ee 820 1917.. 984 
994 1918.. 1,043 
Se 635 1919.. 1,654 
874 1920... 7,520 
eee 314 1921.. 19,229 


For the years 1920 and 1921 more 
details may be given.” 
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Finally, it is worth while to give the 
total issues of 1921 and 1922 (through 
July) in the following form:* 


1921.......| January-June 11,599,000,000 
July-December | 20,258,000,000 
1922.......| January-June 24,253,000,000 
July 952,000,000 


The demand for increases of capital 
amounted to 994,000,000 marks in 
1912 and fell to 314,000,000 marks in 
1915. Since then it has risen but even 
as late as 1918 it was only a little in 
excess of 1912. In the last three years 
named the increase has been rapid and 
with a greatly enhanced momentum, 
becoming 1,654 million marks in 1919, 
7,520 millions in 1920 and 19,229 mil- 
lions in 1921. Total issues, including 
those of new companies, were 11,252,- 
000,000 marks in 1920 and 31,857,000,- 
000 marks in 1921. By six-months 
periods beginning in January, 1921, the 
amounts have been 11,599 millions, 20,- 
258 millions and 24,253 million marks. 

In July and August, 1922, a contin- 
uance of the issues at the rate for the 
earlier months of the year would have 
brought out over 2,000,000,000 marks 
in each of the two months. Instead, 
there was a decline to 952,000,000 
marks in July, followed by 2,210,300,- 
000 marks in August. There is as yet 


Caprrat Issues (1920-21) 
(in millions of marks) 


New ComPaANIgEs 
INCREASES OF 

At Fixed ToraLs 

Shares Rates of 

Interest 
1921. 6,527 6,100 19,230 $1,857 
7,686 8,673 26,750 43,109 


2% J. W. F. Thelwall, op cit., p: 13 (compiled from the Frankfurter Zeitung and the Industrie und 


Handelszeitung. 
Ibid., p. 12. 


%8 Federal Reserve Bulletin, August, 1922, p. 948. 
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only a little slackening in the pace 
In spite of the large inflation of the 
currency, cash has become very scarce 
in Germany and interest rates are high. 
Corporations are said to be finding it 
increasingly difficult to get funds, be- 
cause capital is actually very scarce. 
Whether the slight retardation in July 
and August will continue, it is too soon 
to say. It may be pointed out, how- 
ever, that capital issues in the first 
half of 1922, although more than dou- 
ble those of the same period in 1921, 
were probably of less velue to the 
issuing corporations since prices had 
more than doubled in the interval. 

In our chapters on Italy and France 
we commented on the impossibility of 
the corporations of those countries 
ever keeping the promises expressed in 
their obligations if prices go back to 
the old level. In Germany it is so in- 
conceivable as to be fantastic. If 
prices should start to fall, the failures 
would begin. In fact, if prices should 
even be steadied the troubles would 
start. Inability to meet outstanding 
obligations would soon become appar- 
ent and bankruptcies would follow. 
In the United States we avoided many 
of them by organizing creditors’ com- 
mittees. In other countries, failures have 
been postponed and some of them pre- 
vented by the declaration of moratoria. 
That such devices could prove effective 
in Germany seems inconceivable. 

The number of failures in recent years 
is shown by the following figures: ** 


BANKRUPTCIES IN GERMANY 


9,725 || 1922 

(by months) 

1915 4,594 January ..... 140 
1916 2,279 February ....| 123 
1917 1,240 151 
807 107 
1,324 91 
2,975 


The small number of failures per an- 
num from 1915 to date immediately 
attracts attention. Since 1918 there 
has been an increase but as yet the num- 
bers are far below pre-war and for 1922 
are as yet mueh below the numbers for 
1921, when they averaged nearly 250 
per month. That there is a large 
accumulation of overdue failures is 
probable. When inflation is checked, 
they presumably cannot be held back 
and will be accompanied by the bank- 
ruptcy of many well-managed con- 
cerns, which have assumed in a time of 
rising prices liabilities they cannot pay 
if prices are stabilized or fall. 


Tue Banks or GERMANY 


We next give a consolidated finan- 
cial statement of the principal German 
banks, the ones included being the 
Deutsche Bank, the Disconto-Gesell- 
schaft, the Dresdner Bank, the Dam- 
stidter Bank, the National Bank and 
the Commerz und Privat Bank. Only 
the leading items are shown and but 
few comments on them are needed. 
The banks of Germany were among 
the first of its institutions to feel the 
effects of inflation and their balance 
sheets clearly reveal it. 


FINANCIAL STATEMENT OF PRINCIPAL GERMAN 
Banks, DeceMBER 31, 1920 anp 1921 


(in millions of marks) 


Assets 


1920 1921 


Cash and with Reichsbank .| 3,972 6,591 


Other bank deposits.......| 4,077 | 13,707 
Bills and treasury notes....| 30,081 | 44,485 
Other quick assets........ 3,390 | 10,689 

Total quick assets...| 41,470 | 75,472 
Non-liquid assets......... 12,775 | 29,682 


*® Taken from the Frankfurter Zeitung as quoted 
by J. F. W. Thelwall op. cit., p. 14. For 1922, 
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Liabilities” 
Capital stock.............] 1,540 2,330 
Surplus..................| 725 | 1,686 
Deposits, etc..............| 54,987 | 104,919 
Percentage of quick assets 
Percentage c pital and sur- 
plus to deposits......... 4. 3.7 
Percentage of “Bills and 
treasury notes” to total 
quick assets............ 72 58 


Three features call for attention, 
two of which are very serious, the 
other encouraging. First may be men- 
tioned the very dangerous relation of 
the quick assets to the demand liabili- 
ties—the deposits. Safety in banking, 
as in any other business, calls for a gen- 
erous excess of quick assets over de- 
mand liabilities. In the chapter on 
France we emphasized the weak situa- 
tion when demand liabilities were as 
much as 94 per cent of the liquid as- 
sets. In Germany, however, the de- 
mand liabilities are larger, exceeding 
the liquid assets in 1920 by 32 per cent, 
the latter being only 75 per cent of the 
former. In 1921 the quick assets were 
only 72 per cent of the demand liabili- 
ties. With such figures before us it is 
not necessary to dwell on the statement 
that the banks are not in a liquid condi- 
tion. It should be emphasized, too, 
that these figures assume that all of the 
“liquid” assets are really liquid. But 
in each year the most important item 
among the quick assets is “Bills and 
treasury notes,” i.e., promises of the 
German Government, and their liquid- 
ity will be better understood after our 
examination of the government’s 
finances. 

The second feature for mention is 
the relation between the capital (and 
surplus) and the deposits. A proper 
relationship cannot perhaps be stated 
with entire accuracy but in the United 
States a ratio of 10 per cent is often 


suggested as proper. The German 
banks had a ratio of 4.1 per cent in 
1920 and only 3.7 per cent in 1921. 
Judged by the standards of sound 
banking in normal times they are in a 
most precarious condition. The mar- 
gin of safety would be dangerously 
small even if the assets were satis- 
factory, but they are not. 

A third feature and a more encour- 
aging one is the shrinkage in the per- 
centage of “Bills and treasury notes” 
to total quick assets. This declined 
from 72 per cent in 1920 to 58 per cent 
in 1921. The banks are said to be 
very definitely shifting their emphasis 
to commercial banking and are to a 
slight extent strengthening their posi- 
tion. Also, there may be noticed the 
growth in “Other bank deposits” 
which is probably an increase in their 
accounts with banks abroad. 

A word of caution should be spoken 
in connection with the apparently 
great increase in the deposits in 1921 
over 1920. Such increases in a period 
of rapidly rising prices are to be ex- 
pected and are not indicative of a 
growth in the real wealth controlled by 
the banks. Thus commercial deposits 
in Germany in 1920 were 870 per cent 
of those in 1913 but, when this is cor- 
rected to allow for the rise in prices, 
they were only 60 per cent, or much 
less in 1920 than in 1913.*° 


Tue ReIcHsBANK 


In the chapter on Italy, reference 
has been made to the position of the 
three great banks of issue between the 
needs of business on the one side and of 
the government on the other. The 
same comment has been made about 
the Bank of France and may now be 
repeated for the Bank of Germany 
(The Reichsbank). Because of the 
very close connection between the 

% League of Nations, Memorandum on Cur- 
rency, p. 12. 
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Reichsbank and the government, it is 
dificult to know which to examine 
first but we shall begin with the bank. 
The figures are presented with a repeti- 
tion of the reminder that changes are 
occurring so rapidly that they will 
quickly be out of date. 

The following figures for the Reichs- 
bank show several of the most impor- 
tant items from its statement on De- 
cember 31, for 1913, 1919 and 1921 
respectively.*! 


Tue Items 


During the war this was due to the 
deliberate policy of the German Gov- 
ernment not to meet the costs of the 
war from taxation but from loans. 
After the war it is said that plans were 
prepared for a thoroughgoing adjust- 
ment of fiscal problems but these could 


not be carried out. Accordingly the. 


government has relied more and more 
on the Reichsbank for help, the ad- 
vances being secured chiefly in exchange 
for Treasury Bills. 


tN Batance Sueet DecemsBer 31 


(in millions of marks) 


1913 1919 1921 
sat 1,170 1,089 995 
Loans and advances to the government......... 396 42,098 132,339 


Note issues increased from 2,593,- 
000,000 marks in 1913 to 113,639,000,- 
000 marks in 1921, deposits increasing 
from 793,000,000 to 32,905,000,000 
marks in the same period. The chief 
reason for this enormous growth is to 
be found in the item “Loans and ad- 
vances to the Government” which has 
expanded from 396,000,000 to 132,330,- 
000,000 marks. 


The following comparative figures 
for the Reichsbank are enlighten- 
ing. (See table below). 

These figures reveal plainly what has 
occurred. The amount of gold held by 
the Reichsbank was $279,000,000 in 
1913 but increased to $539,000,000 in 
1918. It will be remembered that at 
the outbreak of war a large sum was 
transferred to the Reichsbank from the 


Tae ComMPARISONS FOR 1913, 1918 AND 1921] 


END oF 
| 1913 1918 1921 
Metallic reserve as percentage of total liabilities............. 39 6 0.7 
Notes in circulation as percentage of total liabilities.......... 70 59 76.0 
Gold cover of notes in circulation (in percentages)........... 45 10 0.9 
Actual amount of gold reserves (in millions of dollars)........ $279 $539 $237 
Government securities, loans and advances as percentages of 


31 League of Nations, Memorandum on Central Banks, p. 40. 


% League of Nations Memorandum on Central Banks, passim. 
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“war chest” at Spandau and that 
every effort was made to collect gold 
from the German people during the 
war. Since the war ended Germany 
has been compelled to surrender con- 
siderable amounts of gold, partly 
to the Reparation Commission and 
partly on the market in an attempt to 
support German exchange. At the 
end of 1921 the amount of gold held 
was not very much smaller than in 
1913. 

The difficulty is the growth of the 
liabilities, which have become so great 
that in 1921 the metallic reserve was 
only 75 of 1 per cent of the total lia- 
bilities. Alarming as this is from a 
banking standpoint, it is made many 
times worse by the fact that the assets 
are now almost entirely government 
promises, the percentage of total 
assets in this form being 99 in 1921. 

The commercial banks, as we have 
noticed above, are in a very weak 
situation. That the Reichsbank is in 
no position to help them is amply dem- 


onstrated by the facts just cited. Any | 


aid that it could give can be nothing 
more than a further expansion of its 
note issues, i.e., inflation. Aid of this 
kind is, of course, possible, perhaps, 
for a considerable time. The conse- 
quences, however, would be serious, an 
already alarming condition in Germany 
being made worse by a still higher 
price level, further depreciation of the 
mark in foreign countries, weakened 
credit, etc. 

Nor is the situation growing better 
in 1922. Instead it is becoming very 
rapidly worse. Paper money in Ger- 
many is of two kinds, the note issues of 
the Reichsbank and the Loan Bureau 
Notes (Darlehnskassenscheine). The 
latter decreased during 1921 but are 
now increasing. The Reichsbank is- 
sues have been steadily growing in 
amount. The totals of the two for 
certain dates are (in marks): 
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Paper Money GERMANY 


End of December, 1920 ....|  80,800,000,000 
1921 ....| 121,900,000,000 
“ “ January, 1922...... 123,400,000,000 
“ February, 1922... .. 128,000,000,000 
139,400,000,000 
“ “ April, 1922......... 149,600,000,000 
“ May, 1922.........! 161,400,000,000 
June, 1922.........| 179,600,000,000 
“ August, 1922.......] 251,500,000,000 
“ September, 1922... .| 330,000,000,000 
“ “October 20, 1922....| 374,000,000,000 


If it were possible for the world to 
be moved at all by signs of financial 
chaos, such figures would be con- 
sidered as evidence of an impending 
breakdown. As it is, we are so ac- 
customed to similar and even worse 
developments, as, for example, in 
Russia and Austria, that the figures 
make very little impression on us. 
And our attitude is not surprising. 
Financial monstrosities are now fa- 
miliar. Besides, they are in themselves 
largely symptoms—not causes—and 
their relationship to production and 
trade is not always clear. 

Let us then emphasize one or two 
points. One is that this flood of 
paper money is not only continuing 
but is gaining in momentum. The 
increase in 1921 was 41,000,000,000 
marks. In the first six months of 
1922 it was 57,500,000,000 marks. 
In September, alone, the increase was 
nearly 79,000,000,000 marks, or nearly 
as much as from January to July of the 
same year. The momentum is rapidly 
growing. Early in September the 
printing presses were turning out about 
2,600,000,000 marks per day with the 
expectation that this would increase 
to 4,000,000,000 marks per day later 
in the month. The statement of the 
Reichsbank for September 15 shows 
an increase of 44,000,000,000 marks in 
the note issues of the bank during the 
first half of the month. This does 
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not include the Darlehnskassenscheine. 
The total increase from September 1 to 
October 20 was 123,000,000,000 marks. 
Second is to be noticed the fact that 
there is no practicable plan yet in 
sight for stopping the movement. 
Whatever may be true in November 
when this volume of The Annals 
is published, it is correct in October 
to say that nothing has recently been 
done (or at least made public) except 
to demand the surrender of another 
one hundred million marks of gold 
and perhaps also some securities and 
to demand that the Reichsbank en- 
dorse certain obligations of the govern- 
ment which are to be delivered in lieu 
of reparations payments during the 
remainder of this year. No matter 
how wise such a demand may be the 
effect of such a proposal on the 
Reichsbank is clear. Liabilities are 
being enlarged and still more note 
issues will probably follow. At the 
same time the gold reserve, now only 
about one-half of one per cent of the 
liabilities, would be made even smaller. 
In the face of all this, there is ac- 
tually a money shortage. Even in 
June last or earlier, it was becoming 
difficult to get cash in the denomina- 
tions desired. Now the newspaper 
despatches tell every day of the diffi- 
culty of getting any cash at all. The 
commercial banks have been charging 
high rates for loans which makes 
borrowing very expensive and seri- 
ously increases costs of doing busi- 
ness. The Reichsbank, which had 
for years held its own rediscount rate 
at 5 per cent, raised it to 6 per cent 
on July 28, to 7 per cent on August 28, 
and to 8 per cent on September 21. 
Another way in which the growing 
tension is to be observed is in the 
growth of private discounts at the 
Reichsbank, thus relieving the com- 
* This is the highest Reichsbank discount rate 
ever known. 
7 


mercial banks but adding to the 
strain on the central institutions. 
These were 922,000,000 marks last De- 
cember. On July 31, 1922, they were 
8,122,000,000 marks and on Sep- 
tember 30, were 50,000,000,000 marks.* 
This strain has made it harder and 
harder for the Reichsbank to continue 
taking the Treasury Bills. The Treas- 
ury Bills have been taken in part by 
the Reichsbank and in part by the 
market but in April and May of this 
year the general market did not in- 
crease its holdings but decreased them. 
The Reichsbank in those two months 
added to its own holdings more than 
the amount of the new issues. With 
the increase in the discount rate it 
was hoped that more would be ab- 
sorbed by the market, but current 
despatches indicate that tendencies in 
this direction are only temporary. 


GOVERNMENT FINANCES 


What chance is there that the 
financial condition of the government 
will improve? In 1918 government ex- 
penditures were 57,850,000,000 marks 
of which only 7,392,000,000 marks 
were met from revenues, the balance 
of 50,458,000,000 marks being raised 
by loans. The estimates for the year 
ending March 31, 1923, as they were 
prepared at the end of January, 1922, 
called for an expenditure of 100,892,- 
300,000 marks, exclusive of expendi- 
tures arising from the execution of 
the Peace Treaty. Including those 
expenditures, the totals were 288,424,- 
000,000 marks, of which it was esti- 
mated that 183,366,000,000 marks 
would have to be borrowed along with 
an extra 12,500,000,000 marks for 
temporary increase of working capital 


* It is said (The New York Times, September 
22, 1922) that since July 28 the total of dis- 
counted loans and Treasury Bills held increased 
from 196,000,000,000 marks to nearly 300,000,- 
000,000 marks. 
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or a total of 195,866,000,000 marks 
of loans. 

In January the mark was quoted 
in New York at about 2 per cent of 
parity or approximately one-half of a 
cent. It has since then fallen to 
about one-fortieth of a cent and 
prices in Germany are about 3% 
times what they were in January. 
What a budget estimate would now 
show no one can tell and such an esti- 
mate would hardly be worth making 
until conditions become more stable. 

On September 30, 1921, the total 
debt was as follows: 


Tae Government Dest, SerrempBer 30, 1921 


| Marks 
Funded debt..............| 78,495,200,000 
Floating debt........... | 228,708,500,000 


In addition there is the liability 
on reparations account which was set 
on May 5, 1921, at 132,000,000,000 
gold marks. The 302 billions of other 
debt is in paper marks. What the 
total should be is almost any one’s 
guess. The whole reparations contro- 
versy is so beclouded by alterations 
and uncertainties and by fluctuations 
in the value of the mark that totals 
of any significance are impossible. 

There is not space here to describe 
the various attempts to meet the 
problem, by a capital levy, by a 
forced loan, by reductions in expendi- 
tures, etc. The government’s posi- 
tion is politically weak and it lacks 
the power to enforce such measures 
strictly. Even were it strong, a plan in 
June for a forced loan of 60,000,000,- 
000 paper marks (at that time equal 
to about 1,000,000,000 gold marks) 
becomes entirely inadequate when 


passed a few weeks later because of 
further mark depreciations. What 


these 60,000,000,000 paper marks will 
be worth in gold “when, as and if” 
they are collected no one knows. 
In the meantime the floating debt 
which was 228,708,500,000 marks on 
September 30, 1921, was 312,700,000,- 
000 on August 20, 1922. By August 
$1 it was 331,300,000,000 and on 
September 30 is said to have been 
528,000,000,000 marks. 

We noticed that France cannot 
appreciably cut down her expendi- 
tures without an open or disguised 
default. Germany’s position is simi- 
lar. In the budget for 1923, as pre- 
pared last January, this is clearly 
shown. This budget (aside from claims 
under the Peace Treaty) called for an 
expenditure of 100,892,300,000 marks. 
Of this sum 12.4 per cent was for 
pensions, and 27.7 per cent for public 
debt charges—a total of 42 per cent 
for these two items alone. Including 
Peace Treaty demands, the total of 
pensions, debt charges and obligations 
under the treaty make up 79.7 per cent 
of the budget of 288,424,000,000 marks. 


CONCLUSIONS 


What conclusions may be drawn? 
It is difficult to discuss the question 
without reference to reparations which 
will be considered in another chapter 
but, in so far as it is possible, we shall 
keep the two distinct. 

Germany is a country of tremendous 
strength, both in natural resources 
and in human power. Under certain 
conditions she could have recovered 
rapidly from the war and is yet capa- 
ble of doing so. At present, however, 
the situation is, on the whole, far less 
favorable than that of three years 
ago. 

This is in spite of many favorable 
signs. Although this year’s crops 
are reported to be very poor and heavy 
imports of food are needed, agriculture 
is gaining year by year. The railways, 
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factories and shipyards are better 
equipped. 

Nevertheless, there is a decline. 
German organization before the war 
called for a surplus of merchandise 
imports, certain invisible items making 
up the difference. The war weakened 
German organization more than that 
of other countries in some particulars 
and less in others. The peace settle- 
ment lessened the home area and took 
away the ships, the colonies and many 
foreign investments. Location of the 
remaining investments and of those 
made in post-war days is just as hard 
for the German Government as for 
any other. They are evidenced by 
securities which can be very readily 
concealed and every government has 
failed in its attempts to tax such 
property heavily. 

Upon a country thus situated have 
come heavy demands for external 
payment. With adequate time for a 
readjustment of economic organization, 
very large sums could undoubtedly have 
been paid. Actually they have not 
been. An examination of Germany’s 
trade figures shows she has been 
regularly running behind. In so far 
as she is making external payments, 
she is either borrowing in some form to 
do it, or is disastrously weakening her 
own internal economic structure. Her 
import balance is now growing larger 
month by month and there is no 
reason for believing that invisible 
items are sufficient to offset it. 

Germany is suffering somewhat from 
the economic crisis but her real diffi- 
culties are still ahead. Unless all 
previous experiences are valueless she 
must sooner or later go through a 
period of unemployment and suffering 
that will be terrible in their effects. 

It is frequently charged that the 
present situation in Germany has been 
brought about deliberately. Such 
charges are necessarily difficult to 


prove and, in this case, it is not hard 
for Germany to reply by pointing 
to the simple facts. It was econom- 
ically impossible for Germany to 
make immediately any large payments. 
She might have borrowed had her 
credit permitted but almost her only 
source was the sale of paper marks to 
speculators in other countries. 

In February, 1920, an unusually 
competent expert, with large resources 
at his disposal, made an exhaustive 
analysis of Germany’s economic con- 
dition and her capacity to make repa- 
rations payments. He was a citizen 
of one of the allied powers. Un- 
fortunately he may not be named, 
but his prejudices, if they existed at 
all, must have been strongly against 
Germany. He closed his analysis 
with the following statement. 


During the next ten years it would be in 
the highest degree dangerous to cherish 
any illusions as to the effective practica- 
bility of collecting the yearly payments 
laid down in the Paris agreement. 


The present writer shares the view 
and adds that, since this judgment 
was expressed in 1920, German capac- 
ity to make immediate external pay- 
ments has been very greatly weakened. 
Now she is facing an economic crisis 
of terrible severity that may break 
at any time. Her business is today 
largely on a speculative basis, her 
foreign trade is growing more and 
more unfavorable and at any time 
there may come a crash in which pri- 
vate corporations, banks and govern- 
ment will .be compelled to default 
on their obligations. 

How soon this may come no one can 
say, and it may, of course, be worked 
out in the tragic manner we have 
witnessed in Austria and elsewhere. 
Germany, however, has numerous 
large industrial centers, her popula- 
tion is of a very different tempera- 
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ment, and a general and perhaps 
sudden breakdown seems more prob- 
able. The social consequences of such 
a catastrophe, not only in Germany 
but throughout Western Europe, the 


writer will not attempt to forecast. 
After all, the purpose of this paper 
is merely to picture the facts as they 
now stand, rather than to indulge in 
prophecies. 


Chapter VI 
THE UNITED KINGDOM 


” successive chapters we have ex- 
amined Italy, France and Germany. 
In each case we have analyzed the 
national economic situation with two 
purposes in view. The first was to 
discover whether the productivity 
of the country and its economic organ- 
ization were such that large external 
payments by the delivery of goods and 
services is a possibility—an economic 
possibility. The second purpose was 
to ascertain whether the finances 
(corporate, bank and governmental) 
were in such condition as to present 
obstacles to such payments. 

In the chapter on Italy, the facts 
discovered warrant the conclusion 
that she has very slight economic 
capacity for external payments and 
her finances are badly involved. 
France has much greater capacity and 
her organization is such that she could, 
after a time, begin substantial pay- 
ments, if her finances, especially these 
of the government, were not in so seri- 
ous a condition. Germany’s capacity 
has been seriously weakened espec- 
ially by post-war developments. In 
spite of some evidences of improvement 
her capacity is declining. Her finan- 
ces are in a much more dangerous con- 
dition than those of Italy and France. 


Pre-War ENGLAND 


Our next inquiry is into the situ- 
ation in Great Britain. As with other 
countries we shall examine first her 
pre-war status. 


With an area of 121,633 square 
miles, the United Kingdom of Great 
Britain and Ireland had a population 
of 45,221,615 in 1911. This is a 
density of 371 per square mile com- 
pared with 311 for Germany, 191 for 
France and 313 for Italy.!. The per 
capita income in 1914 was $243,’ an 
amount considerably higher than the 
$146 in Germany, $185 in France and 
$112 in Italy. It is well known that 
there was considerable inequality in 
the distribution of this annual in- 
come and a large amount of poverty, 
but the fact remains that a very 
large number of people did exist in a 
relatively small area. 

Their ability to do so was dependent 
on a maintenance of certain basic 
conditions in English economic organ- 
ization. An island country just off 
the mainland of Europe, Great Brit- 
ain was free from military invasion 
and developed her economic and 
political institutions more rapidly than 
did continental countries. Among 
the notable features of her history in 
the late eighteenth century and 
throughout the nineteenth was the 
so-called Industrial Revolution, a de- 
velopment of a manufacturing life 
considerably in advance of that in 
other countries. 

1 Of course the significance of density is very 
greatly affected by fertility of soil, volume of 
trade and other considerations. 

* The Income in the United States by W. C. 
Mitchell et al. p. 85. Adapted from the esti- 
mates of Sir Josiah Stamp. 
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This growth carried with it certain 
results, of which three are the most 
important. First was a neglect of 
agriculture and a very great depend- 
ence on other countries for food sup- 
plies. Just how great this depend- 
ence was depends on the way one 
chooses to express it—whether in 
values, in tons, in calories, or in some 
other way. Sir Henry Rew estimates? 
that: 

Omitting sugar, home-grown produce 
amounted in crude weight to nearly two- 
thirds (64 per cent) of the total supply. 
When to these figures are added an estimate 
for cottage and farm produce, for which the 
weight is not given, and the total supply 
is converted into calories, it appears that 
home produce supplied about 48 per cent 
in food value of the total consumption. 


The second result was the impor- 
tance of securing a steady and reliable 
flow of raw materials in order to keep 
the factories in operation. The third 
was the importance of maintaining 
markets in which the manufactured 
products could be sold. Food, raw 
materials and markets were and still 
are fundamentals in British economic 
life. 

This meant a large foreign trade 
whose importance it is difficult to 
express. One estimate is by Dr. B. M. 
Anderson, Jr., and is a comparison 


of the foreign with the domestic 
trade. The estimates of Dr. Anderson 
are for France, the United Kingdom 
and Germany and include also the 
estimated total income for each of the 
countries as given in the statistical 
abstract of the United States for 1920. 
With them the writer has combined 
Dr. Anderson’s similar estimates for 
the United States for the same year.‘ 

The importance of foreign trade to 
Great Britain was not only large in 
absolute amounts but much more 
important than that of any of the 
other countries named. Whether this 
was an advantage or a disadvantage, 
a sign of progress or of decay, need not 
now concern us. It is a real and, at 


‘present, a very serious fact in British 


economic life. 

Along with this vast trade which 
had become so important to the 
British, there had quite naturally 
developed a great merchant fleet—the 
largest in the world. On June 30, 
1914, Great Britain’s tonnage of steel, 
steam and motor vessels of over 100 
gross tons was 18,877,000. Her near- 
est competitor, Germany, had 5,098,- 
000 gross tons or only 27 per cent as 
much. This fleet carried a very 
large fraction of British trade and 
also an important amount for other 
countries, the freights thus earned 


Ratios or Foreign to Domestic Trape—1913 


Domestic-TRADE F T Ratio oF 
Co I Income Minus RADE | FOREIGN TO 
IMPORTS AT R Domestic 
$7,299,750,000 $4,841,154,840 $1,843,435,440 38% 
United Kingdom. .. 10,949,625,000 6,138,418,335 $,833,765,364 62% 
German y 10,462,975,000 6,617,977,900 3,604,450,500 54% 
United States......... 3$4,800,000,000 $2,100,000,000 3,700,000,000 11.5% 
cit., p. 25. 


* America and Europe—Our Interest and Our Policy.” 


No. 4. pp. 10 and 11. 


The Chase Economic Bulletin. Vol. Ul, 
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adding a large sum to the annual 
income of the country. 

Years of development along these 
lines had been accompanied by heavy 
British investments in other countries, 
until just before the war the total of 
these investments was estimated by 
Sir George Paish at £4,000,000,000 
(about $20,000,000,000). 

Under these circumstances, Britain 
—like Italy, France and Germany— 
was a country with an import balance 
of trade. In 1913, her total imports 
were £768,753,000 (about $3,843,765,- 
000) and her exports £634,820,000 
(about $3,174,100,000), a difference 
of £133,933,000 (about $669,165,000). 

Of these imports an important 
amount (£109,575,000) were brought 
into the country to be shipped out 
again or re-exported, making net im- 
ports £659,178,000 and net exports 
£525,245,000. 

Just how British trade was classi- 
fied in 1913 is shown by the following 
table, which gives the leading groups 
of imports and exports. A few items 
are not included. 
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These facts about her imports and 
exports are particularly important 
and will be mentioned again in our 
discussion of post-war developments. 
The invisible items in the British 
international balance sheet were more 
important and more numerous than 
those of any other country we have 
examined. The large import balance 
of trade and certain invisible debits 
were more than offset by interest on 
foreign investments, earnings of the 
merchant marine, commissions re- 
ceived by her bankers and insurance 
companies for services rendered to 
foreigners, and in other ways. 
Financially, Great Britain was in 
good condition, as compared with the 
Continental countries. Her fiscal sys- 
tem ranked high. After the deficits 
of the Boer War, she had a substantial 
surplus of revenue over expenditure 
every year until 1914-15, with the 
exception of a deficit of £714,000 in 
1908-09. Her total national debt 
in 1912-13 was £661,474,000 (about 
$3,307,370,000). Her regular policy 
was to make annual reductions of this 
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(000s omitted) 


Excess or Exports 


IMPORTS Exports (+) or or Imports (—) 
Food, drink and tobacco............ £295,152 | £33,876 | £261,276 — 
Raw materials and articles mainly man- 
| 269,940 66,168 203,772 — 
Articles wholly or mainly manufactures . . 201,036 413,820 212,784 + 
£766,128 £252,264 — 


An examination of this table shows 
that Great Britain imported £261,- 
276,000 of food, drink and tobacco 
and £203,772,000 of raw materials, 
more than she exported, while she 
exported £212,784,000 more of manu- 
factured articles than she imported. 


debt through sinking fund payments. 

Britain’s great industrial organi- 
zation developel rapidly and its world 
supremacy was unchallenged until 
about 1870. After that date, keen 
competition appeared, especially from 
Germany and the United States 
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Relatively, England lost ground and, 
in the years just preceding the war, she 
was becoming greatly disturbed over 
the inroads being made in her trade. 

No economic organization can be 
described briefly but, in so far as 
brevity and simplicity are at all per- 
missible, it is correct to say that the 
British economic structure rested on 
two theoretical assumptions—a_be- 
lief in the efficacy of free competition 
and a disbelief in government inter- 
ference in industry. To these gener- 
alizations many exceptions can be found 
but they are, on the whole, correct. 
Germany was applying quite opposite 
theories and also utilizing modern 
science more than any other country. 
The United States had particularly large 
natural resources and had especially 
developed standardized output. 

British strength rested more on her 
coal supply than on any other one 
natural resource. On it, of course, 
depended her industries—iron, steel, 
textiles and the rest. Since her im- 
ports were largely heavy and bulky, 
while her exports were the lighter 
manufactured articles, her outbound 
shipping could carry large quantities 
of coal at low rates in lieu of ballast. 
Coal, exported in 1918, was valued 
at £53,660,000, out of a total of 
£66,168,000 of raw materials exported. 

Because of the importance of coal 
in British industry and in British ex- 
port trade, a few words should be said 
of its status. “During the last forty 
years there has been an almost un- 
broken decrease in the tons of coal 
mined per man per annum.’® The 
output has been as follows:*® 


® Walter S. Tower (United States Commercial 
Attaché in London), et al. Supplement to Com- 
merce Reports, “United Kingdom,” p. 15. 
(Trade and Economic Review for 1921.) 

* Special Report in Coal Situation by Alex- 
ander V. Dye, American Trade Commissioner, 
London, January 4, 1922. 


British Coat 


Ovrput 

Years Long tons 

per person 

per annum 
the decade 993-1912. 265 
19138. ... 258 
1914.. rare 234 
265 
256 
243 
198 
. 182 


While the reduction has been most 
noticeable during and particularly 
since the war, it will be observed that 
there was a considerable decline be- 
fore the war. This does not mean a 
decline in total output which, indeed, 
was increasing. The production in 
1880 was 146,819,000 tons and in 
1913 was 287,430,000 tons. The 
growth, however, was not so great 
as in other countries—notably in 
Germany and in the United States— 
and the tonnage produced was less 
per person. 

The reasons were numerous. Among 
them were the use of a smaller amount 
of machinery than in other countries, 
the low levels from which the coal 
must be raised, the difficult character 
of many of the seams, the uneconomical 
nature of early coal mining and 
numerous difficulties due to over- 
lapping coal rights which made large 
scale operations impossible. 


Great Britain AFTER THE 


What has been the situation in 
Great Britain since the end of the 
war? During the war “by a special 
effort the amount of cereal food and 


| 
ve 
ts 
n 
e | 
e 
n 
e 
| 


88 


potatoes was increased, but there was 
a marked reduction of other kinds of 
food, meat and milk particularly. 
Whether the pre-war standard of 
output has been regained is doubtful, 
and there is not sufficient evidence 
on which to found a considered opin- 
ion.””? 

The population of Great Britain, 
in spite of war losses, is no less than 
in pre-war days, the normal growth in 
numbers and the check to emigration 
proving more than an offset. With 
more mouths to feed and certainly 
no gain in domestic production, im- 
ports of food must continue at least 
at their former level, unless there is a 
reduction in living standards. 


CoaL 


We have commented on the im- 
portance of British coal and noted 
the decreased output per person em- 
ployed for many years prior to the 
war. The output of the last few 
years, compared with that of 1913, 
is as follows (in thousands of tons— 
monthly averages) :* 


Propuction oF IN THE Kinepom 
(in thousands of tons—monthly averages) 


1913... 24,342 
«19,402 
1921... 13,760 
1922 | 
January....... 17,990 
March... . 25,161 
18,352 
May | 19,466 
June 20,699 


The small average output in 1921 
is, of course, to be explained by the 
strike in the early part of the year. 


’ Sir R. Henry Rew, “The Progress of British 
Agriculture.” Journal of the Royal Statistical 


Society, January, 1922, p. 19. 
League of Nations, Monthly Bulletin of 
Statistics, June, 1922, p. 7. 
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During this year (1922) the volume 
is still below the pre-war level though 
higher than that of 1920. 

There is not space here to give many 
details. For a time after the war, 
coal mining remained under govern- 
ment control. Prices for exported 
coal were high and large gains were 
made by the owners. Suddenly, in 
the spring of 1921, the government 
withdrew its control and a strike 
followed. Also, the general business 
depression, American competition and 
glut of the French market (the most 
important continental one for Great 
Britain) with reparations coal, forced 
a reduction in exports and a heavy 
decline in price. In spite of the 
maintenance of output, severe losses 
occurred and, for a number of months, 
there has been grave anxiety over the 
condition of the trade. 

A few figures will make this clear. 
The average earnings per shift of all 
miners employed in April, 1922, were 
no more than 45.50 per cent higher 
than in 1913-14, while the cost of 
living was 82 per cent higher.’ In 
addition to these low earnings per 
shift, the average number of shifts 
worked per week had declined from 
5.34 before the war to 5.05 per week. 
No one, so far as the writer is aware, 
contends that the wages of the miners 
are too high if a standard of living 
basis is used as the measure. In fact, 
most critics condemn what they con- 
sider to be the deplorable living con- 
ditions among the miners. At the 
beginning of July, 1922 there were 
95,601 miners totally unemployed."° 


® These statistics and the others immediately 
following are from R. H. Tawney, “The Recent 
History of the British Coal Industry,” Man- 
chester Guardian Commercial, Reconstruction Sup- 
plement, Number Seven, September 7, 1922, p. 414. 

10 A special correspondent of The Observer 
(London) on July 2, 1922 stated: 

“It has to be recollected that in practically 
every coal field the wages of a miner who is so ex- 
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Early in the summer of 1922, the 
mines were being operated at a loss. 
Net costs of production averaged 
38 s. 11.66 d per ton for the industry 
but varied from 33 s. 4.2 d in the Mid- 
lands to 60 s. 9.5 d in South Wales. 
Export prices, during the first six 
months of 1922, averaged 22 s. 9 d. 
The growing demand from Germany, 
referred to in the preceding chapter, 
and large orders from the United 
States, because of the serious coal 
strike of 1922, gave relief during the 
summer. But such orders do not 
furnish much hope for the future. 
The settlement of our coal strike 
meant an immediate lessening in 
orders from America and there looms 
ahead the probability of a serious 
crisis in Germany in the not distant 
future. 

We may close our reference to coal 
by quoting Mr. R. H. Tawney, from 
whose article we have taken the above 
statistics: 


For, on a long view, what bas turned the 
United Kingdom from a sparsely popu- 
lated agricultural society into one which, 
judged by the standard of the greater 
part of the human race, is wealthy, has 
been the existence of abundant coal and, 
now that the decline of the British coal age 
is not far below the horizon, economical 
utilization, in the spheres of consumption 
and distribution not less than that of pro- 
duction, of a vital and lasting asset is 
among the three or four most fundamental 
economic issues with which a nation can 


be faced. 


IRON AND STEEL 


Iron and steel are among the most 
important British products. A glance 


tremely lucky as to get a full week’s work are only 
20 per cent above the July, 1914, rate, though 
the cost of living index figure is still 80 per cent 
above that ruling in pre-war days, and, as I have 
said, great numbers are working only three or 
four days a week, or not at all.” 


at the following tabulation shows how 
small the present output is, compared 
with that of 1913. 


British or Iron anp STEEL* 


(monthly averages—in thousands of metric tons) 


Pia 

Tron STEEL 

1922 

January... 293 833 
February.......... 305 422 
401 411 
May | 415 470 
| 375 407 


* League of Nations, Monthly Bulletin of Statistics 
June, 1922, p. 8. 


It will be noticed that the output 
of 375,000 tons of pig iron in June, 1922, 
was less than one-half that in 1913 and 
that the 407,000 tons of crude steel 
was only 61 per cent of that in 1913. 
However, both have increased from 
the low level of 1921, when they 
were seriously affected by the coal 
strike. 

Two points call for emphasis. One 
is the close relation between the iron 
and steel industry and coal. The 
other is that both were in much better 
condition in 1920 than at present. 
In fact in 1920, the production of 
crude steel was over 100,000 tons in 
excess of that in 1918. Great Britain 
did not suffer from the direct ravages 
of war as did France and Italy, nor 
has she had the same post-war prob- 
lems as Germany. Her difficulties 
are to be closely associated with the 
world-wide business crisis of 1921, 
the effects of which were also to be 
observed in Italy. Britain has the 
advantage, however, of a better basis 
for the industry in her supply of coal 
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and considerable amounts of iron ore. 
Also, her finances are in much better 
condition. 


SHIPPING AND SHIPBUILDING 


British welfare is greatly affected 
by the earnings of her merchant fleet 
and the activity of her shipyards. 
Her fleet is only slightly larger than 
in 1914, but its earning power has 
been affected by several influences. 
One was the collapse in freight traffic 
and rates in 1920." A second was the 
added difficulty because the industry, 
like most others, had been heavily 
capitalized during the boom period 
and many losses had to be written off. 
A third is the very large increase in 
the volume of world shipping whose 
gross tonnage grew from 42,514,000 
on June 30, 1914, to 56,802,000 on 
June 30, 1922, an increase of about 
one-third in eight years. Two of these 
influences are of a temporary nature 
and revival of general business would 
mean that their effects would gradu- 
ally become less noticeable. The third 
is more serious. So large an increase 
in world tonnage raises a much more 
difficult question. The condition of 
the coal industry furnishes one of 
Britain’s largest problems. That of 
her shipping in the face of this large 
world tonnage and keen competition 
is another. 

The tonnage of vessels entered and 
cleared at the ports of the United King- 
dom is as follows: 


" Facts regarding idle shipping are hard to 
secure. One estimate (W. S. Tower, et al., 
op. cit., p. 35), early in 1922, was that over 
1,100,000 tons of British shipping were idle in 
home ports and as much more outside—a total 
of 2,200,000 tons or over 11 per cent of the ton- 
nage. The same source quotes the Statist’s 
index numbers of ocean freights and time 
charter rates as 33 and 30 per cent respectively 
of the 1920 rates. 


Untrep Krycpom—Tonnace oF Vessets Ey. 
TERED AND CLEARED WITH CARGO 


(Monthly averages—thousands of tons) 


+ 


Vessets | VESSELS 
| CLEARED 
4,089 5,852 
8,043 3,049 
1921... 3,098 3,032 
1922 
January . | 2,906 3,919 
February . . | 2,568 2,903 
March... . | $,238 4,814 
April... . | 3,318 4,184 
May.... 4,101 5,104 
June... | 8,822 4,975 


Even the tonnage of vessels entered 
and cleared is appreciably below that 
of 1913, but these figures tell little 
of the weight of the actual shipments 
of commodities. 

What is the condition of ship- 
building, another of the most im- 
portant British industries? Tonnage 
under construction in British ship- 
yards for certain recent dates are: 


British UNpDER 


CONSTRUCTION 
March 31, 1921 3,798,593 
June 30, 1921. . 3,530,047 
September 30, 1921 3,282,972 
December 31, 1921. . . 2,640,319 
March 31, 1922...... .| %,235,998 


The decline from March 31, 1921, to 
June 30, 1922, is nearly 50 per cent and 
is in itself serious. It becomes far 
more so when we find that beginning 
with June 30, 1921, the figures include 
many tons on which work has been 
suspended and also much tonnage 
whose completion has been post- 
poned. 

Of the construction on June 30, 
1922, the last date given, Lloyd’s 
Register states that not only is there 
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a reduction of 316,000 tons from 
March $1, 1922, but the figure includes 
481,000 tons on which work has been 
suspended for some time, leaving only 
1,489,000 tons actually under con- 
struction. Archibald Hurd writing 
in the Daily Telegraph (London) of 
July 22, 1922, stated: 

There is more unemployment today 
than ever before in the history of the ship- 
building industry and this new return of 
Lloyd’s Register suggests that there will 
soon be little or no work. 


TEXTILES 


The coal industry has been active 
but losing money. Shipping and ship- 
building have not even been active. 
What of textiles of which cotton goods 
and yarns are the most important, 
with woolen goods and yarn coming 
next. We shall refer only to cotton- 
piece goods where the problem is 
particularly serious and where it is 
most important, because of the large 
amount of capital and labor in the 
industry. 

The following figures of exports tell 
the story, but need a word of expla- 
nation. In 1913, linear yards were 
given but now the statistics are in 
square yards. The exports of cotton- 
piece goods in 1918 were 7,075,252,- 
000 linear yards, a figure which must 
be increased by about 14 per cent for 
comparison with square yards.” When 
this is done the amount is 8,065,787,000 
square yards: 


Exports or Corron-Prece Goops FROM THE 
Unttrep Kiyapom 


(in square yards) 


8,065,787,000 
2,902,659,000 
1922 

(six months ending June 30) .| 1,850,860,000 


" W. S. Tower, et al., op. cit., p. 19. 


In 1921, these figures were only 
about 36 per cent of the ones for 
1913. To find a figure comparable 
to this, one must go back to 1865, when 
the exports of cotton-piece goods were 
2,014,304,000 linear yards, which, in- 
creased by 14 per cent, gives 2,296,- 
306,560 square yards. This is less 
than the exports in 1921, but the figures 
for 1866 were considerably above it. 

The figures for 1922 show February 
as the poorest month, followed by 
an improvement later but not enough 
to warrant any great degree of opti- 
mism. The total for the first six 
months of the year was 1,850,860,000 
square yards, which is at the rate of 
3,701,720,000 square yards for the 
year. Exports for July were 43,609,- 
800 square yards. 

The difficulties faced by the industry 
are numerous and include the high 
price of raw cotton, a world-wide 
trade depression, a very large loss of 
markets in certain parts of the world 
where trade has lessened or disap- 
peared, the raising of tariffs particu- 
larly in India (one of the largest of 
British markets), and the growth in 


Corton-Piece Goops InpIA—AMOUNT 
Propucep AND ImporTeD* 


(in million yards) 


CorTon- CorTon- 
Piece 
Goops Goops 
PropucepD ImPorRTED 
1911-12.......... 1,136 2,428 
1018-14.......... 1,164 3,159 
1,135 2,419 
1,442 2,118 
1,578 1,892 
1,640 1,064 
1,581 1,491 


* Taken from an article entitled “The Lancashire 
Cotton Industry” by F. W. Tattersall, in Sperling's 
Journal, March, 1922, p. 37. 
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the number of cotton mills in India, 
Japan, Italy, Germany, the Southern 
United States andelsewhere. The sta- 
tistics in the preceding table show the 
effect on British cotton goods of the in- 
creased manufacturing in India. Brit- 
ish capital is behind many of the In- 
dian mills but that does not give 
freight to British shipping or employ- 
ment to the workers of Lancashire. 

The general tendency shown by 
these figures is clear. As local pro- 
duction has increased, imports have 
decreased. This reduction in imports 
has been influenced somewhat by the 
tendency of India to raise its tariffs. 
The duty on cotton goods has been 
altered in recent years as follows: 
In 1896, the duty was 3% per cent 
and an excise tax of the same amount. 
In 1917, the import duty became 7144 
per cent, while the excise tax remained 
at 344 per cent. In 1921, the duty 
was raised to 11 per cent, the excise 
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tax remaining unaltered. In March, 
1922, it was proposed to raise the rates 
to 15 per cent and 74% per cent re. 
spectively, but the proposal was with- 
drawn. England has to face tariff 
barriers even among her own colonies, 

These illustrations of the difficulties 
of British industries are sufficient to 
show what problems are being faced. 
Let us next notice British foreign 
trade as a whole over a period of 
several years, remembering how im- 
portant foreign trade is to England, 
its relationship to her domestic trade 
being placed by Dr. B. M. Anderson, 
Jr. as quoted above at 62 per cent. 

First, this trade may be given in 
“declared values” as they are called. 
This is merely a statement in pounds 
sterling of the values of imports and 
exports.” 

One is struck, in the examination 
of these figures, by the large amounts 
for 1920, as compared with 1913, and 


or Britisn Foreign Trape as DecLaREeD 
(Quarterly totals—in £1,000) 


I ReE Exports or 
| OTAL IMPORTS E-E.XPORTS Krxapom Goons 
1913 | 
Ist Quarter......... $1,084 127,310 
2nd Quarter. 189,467 27,967 129,751 
Srd Quarter............... «179,021 23,313 133,701 
4th Quarter. | 210,968 27,203 134,492 
1920 
Ist Quarter... | 530,957 75,100 295,543 
2nd Quarter. 505,763 60,791 $41,924 
Srd Quarter. 468,375 44,567 369,811 
4th Quarter. . 435,551 41,948 328,291 
1921 
Ist Quarter. . 307,712 26,847 227,787 
2nd Quarter 264,059 22,839 141,108 
S$rd Quarter 255,987 27,954 149,766 
4th Quarter. 259,004 29,412 184,535 
1922 
Ist Quarter. . 233,710 28,787 186,063 
2nd Quarter. . 253,553 26,885 165,699 
July..... 81,784 8,317 60,419 


4% These and the following figures are from the Board of Trade Journal, passim. 
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the abrupt decline in 1921 and 1922. 
This is true of both imports and ex- 
ports. Nevertheless, the figures for 


1922 are still greater than those for: 


1913 and, hence, are not discouraging 
until one remembers that the different 
price level should be allowed for. 

A very valuable contribution to the 
analysis has been made by the Board 
of Trade Journal which has adjusted 
these prices to the level of 1913. The 
results give a much fairer picture of 
the real state of British trade than do 
the first set of figures, and are as fol- 
lows: 


the imports in the first half of 1922 is 
only 85 per cent of those for the first 
half of 1913, and of the exports only 
66 per cent. 

This is extremely serious and be- 
comes even more so upon further an- 
alysis. The table on page 94 shows the 
imports on the basis of 1913 prices for 
the first and second quarters of the 
same four years. They are divided 
into three groups which include nearly 
all of the goods imported. 

The first thing to be noticed is that 
the United Kingdom is importing as 
much food, drink and tobacco as in 


Va.ue or British Foretgn Trape on Basts or 1913 Prices 
(Quarterly totals—in £1,000) 


Exports or UNITED 
Tora. Imports Re-Exports Knesscer 

1913 

Ist Quarter... . 196,279 31,084 127,310 

eee 182,467 27,967 129,751 

8rd Quarter. .... 179,021 23,313 133,701 

4th Quarter...... 210,968 27,203 134,492 
1920 

Ist Quarter...... 186,762 34,142 90,761 

2nd Quarter... . 176,237 26,542 95,399 

Srd Quarter. .... 162,141 18,536 98,351 

4th Quarter. .... 154,134 19,687 87,965 
1921 

Ist Quarter... ... 139,983 17,198 68,150 

2nd Quarter... 137,784 17,681 49,822 

Srd Quarter. ..... 140,693 25,948 62,048 

4th Quarter............... 152,452 24,785 81,627 
1922 

SCT 156,522 28,581 85,454 

2nd Quarter................... 166,963 21,828 84,348 


Even the year, 1920, was a much 
poorer year than 1913, when presented 
in this manner. Imports, in 1920, 
were less and the exports of that year 
were actually less than 75 per cent of 
those in the earlier year. In 1921, 
the reduction, particularly of exports, 
was to only about one-half the 1913 
amount, while the recovery in 1922 is 
by no means large. The amount of 


1913. Her population has grown in 
numbers and has not reduced the 
amount of food it consumes. A differ- 
ent story is told by the figures for im- 
ports of raw materials and articles 
mainly unmanufactured. They have 
declined alarmingly and in the first half 
of 1922 are only 74 per cent of those for 
1913. This means that British manu- 
facturers have not been purchasing the 
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British Imports—Deramep VaLves on Basis or 1918 Prices 
(Quarterly totals—in £1,000) 


II. Raw Marerrats III. or 
| anp ArticLes MAINLY MAINLY 
UNMANUFACTURED MANUFACTURED 
1913 
2nd Quarter 68,451 42,238 43,192 
1920 
Ist Quarter....... 66,025 53,180 $3,148 
2nd Quarter . 61,792 46,928 40,748 
1921 
Ist Quarter . } 57,277 37,020 28,1138 
2nd Quarter 68,026 27,769 23,990 
1922 
Ist Quarter . | 65,756 33,791 27,887 
2nd Quarter 69,181 | 33,312 


42,181 


raw materials for their factories. Un- 
til these figures improve, business can- 
not again be active. Not until the 
second quarter of 1922 were these im- 
ports as great as in the corresponding 
quarter of 1913. This is encouraging 
but has not continued for a time suffi- 
ciently long to warrant basing con- 
clusions on it. The figures for the 
third group show that purchases of 


manufactured articles are still at a 
very low level. 

Similar figures for exports are given in 
the table below with the third quarter 
of 1921 included. 

In this table, the third group—man- 
ufactured articles—is the most impor- 
tant with the exception of coal in the 
second group. Exports of manufac- 
tures are less than two-thirds of what 


British Vatves on Basis or 1913 Prices 


(Quarterly totals—in £1,000) 
| Il. Raw Marerrats III. or 
| anp Articites MAINLY MAINLY 
UNMANUFACTURED MANUFACTURED 
1913 
Ist Quarter. . 6,884 15,544 102,514 
2nd Quarter. . 7,255 16,805 103,329 
1920 
Ist Quarter... .. | 5,097 10,124 74,048 
Gnd Quarter............. 3,863 7,933 82,341 
1921 
Ist Quarter... 3,987 6,394 56,608 
Wi vic 3,498 3,416 41,792 
ere 4,602 7,946 48,110 
1922 
lot Guarter............... 4,372 13,309 66,329 
2nd Quarter... 4,408 15,199 63,335 
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they were in 1913. There has been 
a considerable amount of recovery 
from the low point of 1921, but the 
amounts are as yet discouragingly 
small. 

In an address before the Worsted 
Spinners” Federation at Bradford, 
England, on May 11, 1922, the Right 
Honorable Reginald McKenna, Chair- 
man of the London Joint City and 
Midland Bank said: 

The time for glittering promises is past. 
We know today that there is no short cut 
to national prosperity, not even by making 
Germany pay. Notwithstanding 
recent remissions of taxation, I believe 
that the remaining burden is heavier than 
can be borne consistently with the prosper- 
ous development of our trade. 


He further pointed out that much 
of the revival that had appeared in 
export trade was due to the British 
purchase of colonial and foreign secu- 
rities, i.e., that the exported goods are 
being loaned and that trade cannot 
continue indefinitely on those terms. 

The only definitely encouraging 
fact in our survey of the trade sta- 
tistics is the return of the imports of 
raw materials in the second quarter 
of 1922 to the level of the correspond- 
ing quarter of 1913. This suggests 
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a growing confidence among British 
manufacturers that they will be able 
to sell their goods. Whether that con- 
fidence is warranted the developments 
of the future will show. 


UNEMPLOYMENT IN GREAT BRITAIN 


With so serious a situation in in- 
dustry and trade, we need not be 
surprised at the large amount of unem- 
ployment in England. To the ordi- 
nary traveler it is more noticeable 
than in the other countries we have 
mentioned, but that is in part due to 
the different method of dealing with 
the problem. 

However, unemployment is actually 
more serious in England than in the 
other countries named. This is not 
easy to demonstrate statistically, be- 
cause such information is reported 
in different ways in various countries. 
The figures we shall give are based 
on the number of workers covered 
by the returns from the trade unions. 
Of the workers so included, the per- 
centages unemployed on various dates 
were as shown in the table below. 

The large percentage of 23.1 in 
June, 1921, is to be explained by the 
coal strike at that time and, doubtless, 
strikes have helped swell the total on 


UNEMPLOYMENT IN THE Unrtrep tn Percentaces or Reportinc Trape-Union 


MEMBERSHIP 
| 

| Per Cent | | Per Cent 
19183—March . . 1.9 || 1921—March......... 10.0 
June. ... 1.9 | June..... | 28.1 
September . . 2.3 | September . . . 14.8 
December . 2.6 || December . 16.5 
1920—March..... 1.1 | 1922—January... 16.8 
June..... .| 12 | February . 16.3 
September 2.2 | March. ... 16.3 
December . |’ 6.1 | April. | 17.0 
May. 16.4 
| 15.7 


“ The Westminister Gazette, May 12, 1922. 
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later dates as well. But strikes are 
themselves only in part the cause of 
unemployment. They are, to a very 
important extent, a result of the 
difficulties Great Britain is facing. 
It will be noticed that the latest 
figure given (June, 1922) is 15.7 per 
cent or between one-sixth and one- 
seventh of the workers included in 
the returns. 

Total numbers are hard to give, 
but, during the summer of 1922, a com- 
mon current estimate was 2,000,000, 
which is between 4 and 5 per cent of 
the total population. On August 20, 
1922, the total amount of registered un- 
employment was 1,333,700. So much 
concern has been felt over the out- 
look for the coming winter months that 
there has been created a special Cabi- 
net Committee on Unemployment 
which has sanctioned several plans of 
relief, calling for about £10,000,000 
of expenditures on road building, re- 
pairs and other public work. Admira- 
ble and important as these plans may 
be, we should not forget that there is 
one thing they do not do. They do 
not add in the least to the amount of 
food and clothing immediately in 
existence in Great Britain. Such ef- 
forts do not mean that more goods are 
manufactured and sold, more food 
imported, raw materials secured and 
markets exploited. By the payment 
of wages to the workers thus employed, 
much distress will be relieved but it 
merely means a better distribution 
of goods already in existence in the 
country, not an addition to the volume 
of these goods. The roads and other 
public works may add to the future 
productivity of the country—they do 
not increase it in the immediate 
present. 


FINANCES 


The British industrial situation is 
discouraging. Recovery is slow and 
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there is nothing to warrant any ex- 
pectation of rapid return to pre-war 
levels. 

British finances are a pleasant con- 
trast. Prices rose during the war, 
in England as elsewhere, but less than 
in the leading Continental countries, 
the Board of Trade index number 
being 314 in 1920 (1913 equals 100). 
Since then, prices have fallen, until in 
June, 1922, the figure was 163, or only 
63 per cent above 1913. This has 
forced a considerable amount of liqui- 
dation, a movement which has gone 
much farther than on the Continent. 
The pound sterling went to $3.18 
in February, 1920 (par being $4.8665) 
but has this year been as high as $4.50 
and at the present writing is about 
$4.39. There is nothing about the 
reports of condition of British banks 
nor of the Bank of England that calls 
for analyses similar to those we have 
given for other countries. Standards 
and practices have been modified 
during and since the war but there is 
no occasion for concern over the im- 
mediate financial situation except as 
it may be affected by the industrial 
conditions already described or by the 
government’s fiscal situation. 


GOVERNMENT FINANCES 


British war finance was not above 
criticism but was much better and 
safer than that of most belligerents. 
Taxes were heavy, and inflation, though 
unfortunately severe, was minimized. 
The debt rose until on March $1, 
1920, its gross amount was £7,875,- 
600,000. By March 31, 1921, this 
had been reduced to £7,623,100,000, 
of which £1,161,600,000 was foreign 
(converted at $4.8624 equals £1).” 


%On March 31, 1921, other governments owed 
the British Government £1,963,000,000. Of 
this little or none will be a source of revenue for 
the present, much of it not for a long time and 
considerable amounts never. 
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The floating debt is being reduced and 
the danger from it lessened." 

British financial genius has again 
been manifested. Nevertheless, there 
is a heavy strain. One way in which 
this appears is in the figures for the 
budget for 1922-23. In 1921-22, total 
expenditures were £1,079,000,000 and 
revenues £1,125,000,000, leaving a 
surplus of £46,000,000 in spite of many 
early predictions of a deficit. How- 
ever, the large sum of £170,806,000 
came from certain special sources 
among which was the sale of war sup- 
plies. Critics of the government have 
very properly contended that correct 
accounting would not recognize such 
sums as revenue but would place them 
in the capital account, using them not 
to meet current expenses but to liqui- 
date indebtedness. There is no ques- 
tion as to the propriety of this from 
the accounting standpoint and no 
examination of the British Budget 
should ignore the point. Income of 
this kind is not regular and is secured 
by a diminution of assets. 

For the year 1922-1923, the esti- 
mated expenditures are £910,060,000 
and revenues £910,775,000. To meet 
loud criticisms against the heavy taxes, 
there has been adopted an income-tax 
reduction of one shilling per pound 
sterling and certain minor changes. 
This has been made possible, however, 
only by sacrificing one of the most 
important of the British fiscal tradi- 
tions. Payments to sinking fund are 
suspended and maturing indebtedness 
is to be met by new borrowings. 
Whether, with these changes, the year 
will show the surplus estimated it is too 
soon to know, but, in any case, tax 
pressure is still heavy and not all 
students are confident of the forth- 


“The total floating debt (including both 
Treasury Bills and temporary advances) was 
£1,374,000,000 on June 30, 1921, and £965,000,- 
000 on June 30, 1922. 


coming revenues. There is general 
agreement that this fiscal year will 
be more of a strain than the last one. 

In discussing Continental finances, 
we have referred to the futility of 
urging that budgets be balanced 
largely through a reduction in ex- 
penditures, pointing out that only 
moderate amounts can be saved in 
that way. The large items in the 
budget are of a sort that can be re- 
duced only through default since they 
are for pensions and interest on debt. 

For Great Britain the estimated 
(not the actual) expenditures for the 
fiscal year ending March 31, 1922, 
were £1,062,623,000. Of this sum, 
14.8 per cent was for pensions and 30.3 
per cent for interest on the public 
debt, a total of 45.1 per cent for these 
two items alone.” Savings there 
should be wherever possible and doubt- 
less many can be made, but it should 
not be forgotten that the tension 
cannot be greatly relieved in this way. 


Tue Britisa Posirion 


Great Britain is contending with 
several difficulties which should now 
be enumerated. Because of her rela- 
tively good financial condition and the 
recovery of the pound sterling in 1922 
to $4.50 there is a danger that we 
shall not appreciate her situation. 
In the judgment of the writer, her 
economic problems for a considerable 
number of years in the future are more 
acute than those of any other country 
in Western Europe. 

Let us examine the basis for such 
an assertion. First is the fact that 
since about 1870 British supremacy 
has been challenged, especially by 
Germany and the United States. She 
industrialized early and, more than 
any other country in the world, has 


Actual expenditures for 1922 included 
£332,294,000 for debt service. This was 30.7 
per cent of the total for the year. 
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placed her population (about 45,000,- 
000) in a position of dependence on 
outside sources of food supply and 
raw materials and on foreign markets. 
In doing this she has depended on 
several factors, two of the most im- 
portant being a large supply of good 
coal and relatively cheap labor. She 
has not introduced modern methods 
of organization as fully as the other 
two countries nor has the government 
(aside from the war period) exercised 
any very large measure of control 
over business. Laissez-faire, free com- 
petition and reliance on individual 
initiative have been guiding principles. 

With her industrial organization 
and large population, any disadvantage 
in the world’s markets, even though a 
temporary one, becomes immediately 
serious. It is now often argued that 
relief may be secured through the 
emigration of the excess population 
to other parts of the British Empire. 
Such relief will not be entirely ade- 
quate, since many of her people do not 
care to emigrate, and many would not 
readily adapt themselves to so great 
a change in environment. Besides, 
the annual increase in population is so 
great that it would seem difficult to 
transport enough to do any more 
than maintain the population at, say, 
its present level. Whether even that 
much could be done is by no means 
clear. 

Britain must then continue more 
energetically than ever her struggle 
for industrial recovery. Food, raw 
materials and markets are vital. In 
carrying on this struggle, she faces a 
coal problem (described in the earlier 
part of this chapter) and must contend 
against rivals in the ocean-carrying 
trade, especially against the United 
States with her new merchant marine 
(which many Americans wish to sub- 
sidize), and against Germany, whose 
merchant fleet is now rapidly growing. 
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England’s second difficulty is an 
industrial organization greatly weak. 
ened by the war and post war develop- 
ments. She suffered less than many 
others but more than is often realized. 
Under favorable conditions her re- 
covery might have been rapid but 
these favorable conditions have not 
been present. One English economist 
has argued that, whereas in 1907 
England devoted 23.7 per cent of the 
national income to maintenance of 
capital at home and to new invest- 
ments at home and abroad, in 1920 
(a so-called prosperous year) only 
5.4 per cent was so used."* No recent 
similar estimates are before the writer 
but if such a condition is being con- 
tinued, the results will be serious. 

The third difficulty is the world- 
wide trade depression. In so far as this 
is like other depressions, the passage 
of time will bring relief. A fall in 
prices of the sort experienced in 1920 
and 1921 could not well occur without 
the usual bankruptcies, cancelled or- 
ders, unemployment, etc. But those 
who have expected this depression 
to end in a short time or even in 
several years, as did those beginning 
in 1873 and 1893, have not fully ap- 
preciated the gravity of the crisis. 
If history is a guide at all, this depres- 
sion, already more serious than any 
of its predecessors, will last much 
longer. As the most completely in- 
dustrialized country in the world, 
Great Britain is the most dependent 
on the free movement of trade and 
the greatest sufferer from its present 
interruption. 

Fourth is the persistence of the 
world-wide political, economic and 
social unrest. Every period is one 
of transition but this is unusually so. 
The post-war adjustments by treaty 

18 Edgar Crammond, London Times, June 28, 


1921, as quoted by Bass and Moulton, America 
and the Balance Sheet of Europe, p. 132. 
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and otherwise have meant altered 
trade movements.'® Old channels for 
the movement of goods have been 
abandoned for new ones. ‘Tariffs have 
been altered and embargoes imposed. 
Great areas, such as Russia, from 
which food supplies were secured and 
to which exports were sent, have been 
largely eliminated with appalling con- 
sequences both direct and indirect. 
These are the more material factors 
but they cannot be dissociated from 
those of another sort. A non-codper- 
ative movement in India checks for- 
eign purchases by that country. A 
wave of anti-foreign feeling in China 
has the same effect. The downfall 
of Greece in Asia Minor during Sep- 
tember, 1922, means an immediate de- 
cline in orders from the Levant. If 
the Greek debacle is followed by a war 
in the Balkans or by a conflict between 
Great Britain and Turkey, as seems 
probable today (September 29, 1922), 
Britain’s fiscal difficulties will be 
increased, her home industries still 
further disorganized and her foreign 
trade more demoralized than ever. 
An economic crisis in Germany, an 
invasion of the Ruhr by France, or 


any one of a dozen other contingencies . 


that could easily be mentioned, means 
more burdens for Britain. 

The world, we often say, is an eco- 
nomic unit. For the most part we do 


not understand the expression and 
we certainly do not act upon it, nor 
shape our individual and national 

1 See the article by Emile Mireaux in this 
volume. 


policies accordingly. Great Britain 
is more completely entangled in this 
world-wide situation than any of the 
rest of us, and suffers more than the 
rest of us, when it is seriously dis- 
organized. 

The immediate financial distress 
on the continent may blind us to the 
fact that over 45,000,000 people in an 
island country can exist only if trade 
keeps moving. Revival is yet rela- 
tively slight and the dangers of further 
trouble are very acute. For a time, 
Great Britain (we refer to the United 
Kingdom and not to the British Em- 
pire which is very different) may live 
on her accumulated capital invested 
abroad, but continued interruption 
of trade will bring with it serious con- 
sequences to an industrialized country 
with a population of 371 per square 
mile. 

This is not a prophecy of disaster 
or of anything else. The writer can- 
not peer into the future. It is merely 
a frank statement of the situation at 
the present and an indication of the 
problems that must be faced, the 
extent to which solutions can be found 
remaining to be seen. As yet they 
are not in sight. 

In the meantime, Great Britain is 
beginning the payment of interest 
on the debt owed by her government 
to ours. This she can doubtless do, 
at least for a time, but only with con- 
siderable effort. Whether she can 
long continue such payments depends 
on her solution of the problems we 
have mentioned. 
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Chapter Vil 
BELGIUM 


ELGIUM is the most densely pop- 
ulated country in the world, there 
being 647 people to the square mile in 
1913. Her general economic status is 
like that of many of the other countries 
of Western Europe but resembles Eng- 
land more than any other. Such large 
numbers can exist in a small area only 
because of the extensive industrializa- 
tion. 

In spite of intensive cultivation of 
the soil, she imports a large amount of 
food. Also, she imports raw materials 
and exports manufactured goods. Her 
trade balance is nominally one in which 
her imports are larger than her ex- 
ports, the monthly averages in 1913 
being 386,333,000 francs for the im- 
ports and 302,833,000 francs for the 
exports. This is a monthly import 
balance of 83,500,000 francs which 
amounts to 1,002,000,000 francs per 
annum. Her merchant marine is neg- 
ligible and the excess of imports is paid 
for by the interest on her foreign in- 
vestments which have been large. 


Beverum Since THE War 


Although most of Belgium was occu- 
pied by German troops during the war, 
the actual destruction of property in 
the country was less than in France, 
where so much of the fighting occurred. 
This has meant less serious post-war 
problems than she would otherwise 
have faced. 

Because of lack of space our presen- 
tation of post-war conditions must be 
more condensed than for the other 
countries. 


Coat, Iron AND STEEL 
Belgium has large coal deposits and 
her coal output is accordingly very im- 
portant, both for its own sake and be- 


cause it is an index of industrial condi- 
tions throughout the country. In 
1913, the monthly average output was 
1,904,000 metric tons. In 1920, it was 
1,866,000 tons and, in 1921, it was 
1,817,000 tons. During the first six 
months of 1922, the monthly average 
was 1,785,000 tons. This is over 93 
per cent of the rate in 1913, a high per- 
centage when we remember the general 
business depression. 

In 1913, the average monthly out- 
put of pig iron was 207,000 metric 
tons; in 1920, 93,000 tons; in 1921, 
73,000 tons, and for the first six months 
of 1922 it was 108,600 tons. This is 
very low for 1922, compared with 1913, 
but a considerable gain over 1921. 

For crude steel the monthly average 
figures were—1913, 205,000 tons; 1920, 
104,000 tons; 1921, 66,000 tons; first 
six months of 1922, an average of 
99,600 tons. This record is about the 
same as for pig iron. The good show- 
ing made by coal is not duplicated for 
iron and steel. 


Foreign TRADE 


In examining foreign-trade figures 
we should remember that Belgian or- 
ganization is much like the British. The 
country is extremely industrialized. 
Raw materials and foodstuffs must be 
imported and manufactured articles 
exported. A decline in foreign trade is. 
disastrous for both countries. 

Monthly averages of Belgian foreign 
trade have been as shown in the table! 
on page 101. 

These figures seem to show (1) an 
increase in volume of both imports and 
exports, (2) a decline from the high level 
of 1920 to a much smaller amount in 

! League of Nations, Monthly Bulletin of Sta- 
tistics, June, 1922, p. 10. 
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Foreign TRADE 
(monthly averages in francs) 


YEARS Imports Exports Excess or Imports 
930,460,000 724,847,000 205,613,000 
1922 (3 months)........... 677,081,000 444,552,000 232,529,000 


1922 and (3) a continued import bal- 
ance which is now at a higher rate than 
in 1920 and of course much higher than 
in 1913. 

There is no official adjustment of 
these figures to the 1913 level of prices 
and we cannot make so exact a com- 
parison as we did for Great Britain. 
There is a test that can be applied and 
we shall use it with the warning that it 
is far from precise. It is a reduction of 
both import and export figures to the 
1913 level by dividing by the official 
index number of prices. This number 
has not been published for all years but 
we have it starting as 100 for 1914 and 
shall arbitrarily take that level for 
1913, the difference between the two 
years not being very great. With a 
repetition of our reminder that this is 
far from precise but that it is very 
much more so than the uncorrected 
figures, we may present the statistics as 
corrected. 


Trave 
(Corrected figures—see text) 
(Monthly averages—in francs) 


YEars Imports Exports 
as 228,850,000 | 162,540,000 


1922 (3 months) . .| 189,650,000 | 124,520,000 
Percentage of 1922 
49 41 


*The index number for 1921 is 366 and for the first 
three months of 1922 it is 357. 


This shows a very different situa- 
tion. The value of imports, in 1922, 
as thus corrected, is only 49 per cent of 
the imports of 1913 and the corre- 
sponding figure for exports is 41 per 
cent. Both imports and exports, as 
thus presented, are less than half as 
large (or at any rate only half as valu- 
able) as those of 1918. This is an 
alarming state of affairs for a country 
so dependent on foreign trade as is Bel- 
gium. It is made worse by the fact 
that it is carried on at the high price 
level. Although our correction shows 
that in 1922 the excess of imports was 
only 65,130,000 francs, compared with 
an excess of 83,500,000 in 1913, such a 
comparison is entirely meaningless. 
The balance of indebtedness abroad 
piles up at the high price level even 
though the volume of trade has very 
greatly declined. 

We have then the spectacle of a 
country with perhaps less than half of 
her pre-war foreign trade accumulating 
foreign indebtedness at a rapid rate 
because of a high price level. Our fig- 
ures for the import balance have been 
given in monthly averages. Multi- 
plying each of these by 12 to get yearly 
amounts, we have the following: in 
1913, 1,002,000,000 francs; in 1920, 
2,467,356,000 francs; in 1921, 2,912,- 
676,000 francs and in 1922, during the 
first three months, at the rate of 2,790,- 
348,000 francs. That the actual 
amount of trade is less than pre-war is 
shown also by the tonnage figures. 


i- 
n 
iS 
is 
x | 
e 
3 
“4 
5 
* 
} 
| = 
| 
iy 


102 


It must be remembered that tonnage 
figures are affected by a shift in the 
composition of trade, e.g., by a change 
in the amount of a heavy commodity 
such as coal. 


Trape 
(Monthly averages in thousands of metric tons)* 


YEARS Imports | Exports 
sch 2,721 1,740 
1922 (3 months)...... 1,474 1,160 


*League of Nations, Monthly Bulletin of Statistics, 
June, 1922, p. 13. 

This analysis of foreign trade shows 
that Belgium has recovered consider- 
ably from the low level during the war 
but that she is still very far below pre- 
war standards as indicated by tonnage 
and by values roughly adjusted to the 
1913 basis. There is an increase of 
551,000 tons in the 1921 exports over 
those of 1920, which is 6,612,000 tons 
for the year, but, according to the an- 
nual report of the Consul General for 
1921, this was largely raw materials or 
articles bought elsewhere “and even 
products the like of which Belgium 
must purchase abroad in order to 
suffice the needs of the population.” 
At the same time, her external indebted- 
ness is accumulating rapidly. The 
trade balance in 1921, though less un- 
favorable than in 1920, amounted to 
over 2,900,000,000 francs, an amount 
nearly three times as large as in 1918. 
While we have no reliable estimate of 
invisible items, there is no reason to 
suppose that they would offset this 
large amount. An excess of imports is 
by no means a cause for alarm, if earn- 
ings of a merchant marine or interest 
on foreign investments or tourists’ ex- 
penditures or remittances of emigrants 
to families at home are an offset. 
Nor is it a bad sign if it does not grow 
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too rapidly and if the extra funds thus 
secured are being used for internal de- 
velopment and to increase produc- 
tivity. On this last point there is un- 
fortunately no adequate information. 

One final comment should be made 
regarding Belgian foreign trade. 
Even more than many other countries, 
Belgium is dependent on her neighbors. 
In spite of the late war and the large 
amount of anti-German feeling that 
still exists, Germany is an important 
factor. This is shown by the follow- 
ing tabulation :* 


Foreign Trapve or Betcium In 1920 1921 
with CrertTars CouNnTRIES 


(in frances, 000,000's omitted) 


Imports Exports 


1920 


Belgian Congo.} 185 110 40 76 


Germany. .... 943 | 1,476 || 1,191 | 1,171 
United States..| 2,279 | 1,742 315 208 
France....... 2,317 | 1,747 || 2,526 | 1,513 
England...... 2,184 | 1,125 || 1,884 | 1,280 
Holland... ... 777 855 || 1,037 989 


The trade with the Belgian Congo is 
included in this table merely to show 
that it is relatively unimportant. Bel- 
gium’s large markets are France, Eng- 
land and Germany. She purchases 
most of her goods from France, Eng- 
land, Germany and the United States. 
Belgian purchases in Germany in- 
creased from 943,000,000 francs in 1920 
to 1,476,000,000 francs in 1921, Ger- 
many becoming a strong third with 
only France and the United States 
ahead of her. Belgium sells more 
goods to France, England and Ger- 
many than to other countries. Ger- 
many’s purchases remained almost un- 
changed in 1921, as compared with 
1920, but every other one of the large 


? These figures are taken from the Annual Re- 
port of Consul General Morgan for 1921, Brussels. 
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countries lost considerably. Belgian 
trade, both import and export, is to an 
important extent dependent on condi- 
tions in Germany. It cannot well be 
otherwise, but the conclusion to be 
drawn from the fact is that an eco- 
nomic crisis in Germany and a consider- 
able decline in Germany’s foreign trade 
will be a very serious blow to Belgium. 
Every country in the world, but partic- 
ularly those in Western Europe, will 
suffer if and when a German collapse 
comes, but Belgium perhaps the most 
of all. This is due to her geographical 
position and her history to date. Her 
economic structure has adapted itself 
to the facts of the situation and she 
cannot escape the consequences of it. 


UNEMPLOYMENT 


Unemployment in Belgium is less 
than in England. It was serious in 
the latter part of 1920 when it was 17.4 
per cent of the workers covered by the 
returns. By the end of 1921, it was 
only 6.6 per cent and in May, 1922, 
only 3 per cent.’ Reconciliation of 
this high percentage of employment 
with the small output in many lines 
and the reduced volume of foreign 
trade is not possible with the informa- 
tion before us. Some critics contend 
that it is largely explained by the short 
hours and the “almost insignificant 
output of Belgian labor,” but on this 
the writer is unable to venture an opin- 
ion. 


Bustness FaILures 


During the first six months of 1920, 
there were 36 business failures. Dur- 
ing the corresponding periods of 1921 
and 1922 there were 76 and 122 re- 
spectively. This increase suggests a 
growing strain but there seems to be no 


* Unemployment figures are from League of 
Nations, Monthly Bulletin of Statistics, June, 
1922, p. 29. 

* Commerce Reports, August 28, 1922, p. 581. 


reason as yet to view it as anything 
more than an adjustment which is 
eliminating “irresponsible enterprises 
started during the boom period.” 

A fall in prices might produce serious 
results in Belgium, as in other Conti- 
nental countries where the price level is 
still very high compared with pre-war. 
In Belgium it averaged 366 in 1921 
(1914 equals 100). In January of this 
year it was at this same level—366— 
but steadily fell until it was 344 in 
April, a fact which may explain the 
increase in business failures. 


Money AND BANKING 


Before the war, the gold holdings of 
the Bank of Belgium were 249,000,000 
francs and are now 267,000,000, a 
slight increase. Note issues of the 
Bank at the end of 1913 were 1,067,- 
000,000 francs. A considerable part of 
the increase in note issues since that 
time is to be explained by the adjust- 
ments made necessary at the end of 
German control over Belgium, when 
the marks left in circulation were re- 
placed by Belgian francs. Since then, 
there have been considerable increases 
in the amount of notes outstanding. 
They were 4,950,750,000 francs in 
March, 1920, and 6,320,676,000 francs 
on April 18, 1922. On October 12, 
1922, this had become 6,542,911,000 
francs. 

At the end of 1913, the government 
securities held by the Bank of Belgium 
were 14 per cent of its total assets. 
By the end of 1921, this percentage had 
increased to 93.5 As in France and 
Germany the condition of the central 
bank is closely associated with Govern- 
ment finances. 


GOVERNMENT FINANCES 


In 1913, the total expenditures of 
the Belgian Government were 864,945,- 


5 League of Nations, Memorandum on Central 
Banks, p. 23. 
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196 francs and the total receipts 757,- 
654,649, leaving a deficit of 107,290,547 
francs. The total public debt in 1913 
was 4,626,600,000 francs or 623.2 
($120) francs per capita. 

While perhaps less confusing than 
French public finance, the Belgian 
post-war situation is very difficult to 
present. Classifications of budget 
items make year to year comparisons 
impossible, but a few facts may be pre- 
sented with assurance. 

The deficit in 1919 was 5,661,392,- 
000 francs; in 1920, 5,588,746,000 
francs; in 1921, it was less amounting 
to 4,581,689,000 francs and in 1922, 
the estimate is 1,142,150,000 francs. 
This decrease is encouraging but less 
so when we analyze the budget. The 
following summary is enlightening: 
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the assignment to this account of 112,. 
240,000 francs under the heading Ez- 
penses of Occupation and 433,000,000 
francs Transfer from Reparations Re. 
ceipts. Neither of these is a permanent 
source of income. On the other hand 
Extraordinary expenditures may not 
persist indefinitely. There is as yet a 
heavy deficit on Railroads, Posts, Tele- 
graphs, etc., where expenditures are still 
greater than receipts. 

On the whole, one must conclude 
that until reconstruction work is com- 
pleted and until a different policy is 
adopted toward Germany, expenses of 
reconstruction and occupation will 
remain high, while debt charges, which 
are 25 per cent of the total budget, will 
not decrease, but will instead probably 
continue to grow. On the receipts, 


BupcGer ror 1922 


(in frances) 
Surptvs(+) 
RecEIPTs EXPENDITURES Dericrr(—) 
2. Exceptional ad 678,790,000 60,182,535 618,607,965 + 
4. a. Reparations Receipts............. 2,500,870,000 
b. Expenditures Recoverable under 214,894,069+ 
Treaty of Versailles............. 2,285,975,931 
5. Railroads, Posts, Telegraphs, Etc... ... 1,142,174,956 1,598,700,477 456,525,521 — 
101,450,000 107,004,431 5,554,431 — 


Of the six groupings of the budget as 
given, four show deficits and two show 
surpluses. There is a deficit of 629,- 
878,986 francs even in the Ordinary 
account, due largely to the presence 
there of 1,131,896,087 francs of the 
total debt charges an item that is 
increasing rapidly from year to year as 
the debt grows. The surplus under 
Exceptional has come about through 


side, one is impressed with the large 
fraction of the receipts that come from 
reparations sources. It is to be re- 
membered that Belgium receives from 
Germany remittances to cover the 
costs of occupation and the clearing of 
private war debts as well as a priority 
claim on reparations payments. Her 
budget has been strengthened thereby. 
The granting of a moratorium to Ger- 
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many or any other form of cessation of 
payments would immediately add sev- 
eral billions of francs to the deficit. 
But even with all the exceptional 
and extraordinary sources of income 
there is a deficit, and a consequent 
addition to the total debt. This debt 
on February 1, 1922, stood as follows: 


on her debts to foreign governments 
and cannot do so for a long time to 
come. Inthe meantime, a crisis in Ger- 
many would weaken her by directly 
destroying her German markets and 
by indirectly weakening her markets in 
other countries where the repercussion 
would be felt. 


GoverRNMENT Dest, Fesrvary 1, 1922 


(in franes) 
INTERNAL EXTERNAL 
27,576,466,188 6,671,211,061 $4,247,677,249 


Theexternal debt in foreign currencies 
has been converted into Belgian francs 
at the rate prevailing at that time. As 
the franc is now lower, the amount of 
the external debt would be larger in 
francs. 

CONCLUSIONS 


Like that of France, the recovery of 
Belgium has in many particulars been 
remarkable. Had space permitted, 
much could have been said of her prog- 
ress along many lines not even men- 
tioned. Because of her geographical 
position, she has developed an indus- 
trial organization which cannot sud- 
denly be made over into something 
different. She still needs to import 
foodstuffs and raw materials and to 
export manufactures. For the pres- 
ent, she is like many other countries. 
Her balance of trade cannot be quickly 
made a favorable one, nor can she sud- 
denly begin rendering extensive and 
valuable services to the people of other 
countries. She is not paying interest 


Her price level is still high and any 
considerable decline would force many 
failures and, of course, cut off govern- 
ment tax receipts. A default by Ger- 
many means an acute problem for the 
government, which must in some way 
carry a debt of over a billion francs 
this year, in any case. If German de- 
fault means merely the delivery of 
German promissory notes which can be 
discounted at the banks and if the 
funds thus secured are turned over to 
Belgium, this difficulty is lessened.‘ 
That such a pyramiding of liabilities 
can continue indefinitely is impossible, 
but how long it can actually be main- 
tained no one knows. It is in any case 
only a question of time until receipts 
from Germany will cease, while many 
expenses, particularly the debt charges, 
will continue. 


*A dispatch from Brussels, dated September 
30, states that Swiss banks have discounted at 
4'/, per cent, 96,000,000 gold marks of German 
Treasury notes given for reparation payments. 
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Chapter VIIT 


THE ECONOMICS OF WESTERN EUROPE 


UCCESSIVE chapters on Italy, 
France, Germany, England and 
Belgium have presented a considerable 
number of details for each country. 
What generalizations can be made? 
Is it possible in so complex a situation 
to generalize at all, either as to troubles 
or as to correctives? 

Certainly it should be done with 
caution and with the explicit warning 
that generalization does not mean 
simplification. It certainly will not 
mean easy solutions. It is more apt 
to disillusion us and perhaps make 
solutions appear impossible. 


GrowTH oF POPULATION 


The first outstanding fact regarding 
Western Europe is the rapid growth 
of the population and its present den- 
sity. For all Europe the estimated 
population in 1800 was 175,000,000; 
in 1914 it was probably 452,000,000. 
In 1801, the population of Great Brit- 
ain was 10,500,000 while now it is over 
45,000,000. In 1801, Napoleon found 
27,445,000 people in France; today, 
in spite of a relatively low birth-rate 
for many years, she has over 39,600,- 
000. German statistics for a century 
are more difficult to present but, 
in 1871, the population of Germany 
was 41,000,000, while at the outbreak 
of the war it was about 65,000,000. 
Italy grew from 26,800,000 in 1870 
to 34,600,000 in 1911, in spite of a very 
large amount of emigration. 

We shall not inquire into causes 
but accept this growth as a fact, 
adding that it still continues. In 
spite of the butchery of the war, the 
population of Europe has not been re- 
duced in numbers. Its increase has 
been retarded and millions were killed, 


but the natural growth of the popula- 
tion and the check to emigration have 
more than offset these losses. 

How densely people are packed to- 
gether is a matter of common knowl- 
edge. The density in Europe, partic- 
ularly in Western Europe, is greater 
thaninany otherlarge aréa inthe world. 

Such large numbers of people could 
be gathered together and given even 
as high living standards as they possess 
only by altering their economic activ- 
ities. Applying the inventions of the 
eighteenth, nineteenth and early twen- 
tieth centuries, they gave proportion- 
ately less attention to agriculture and 
more to manufacturing. As we have 
repeatedly pointed out in our chapters 
on particular countries, this means a 
reliance on other parts of the world 
for food and raw materials and also 
develops an intense need for markets 
in which manufactured articles can be 
sold. Also the growth of factories 
and railroads has meant large invest- 
ments of capital in a fixed form. 

On the whole, there has been an 
increase in wealth and in annual in- 
come. This income has been derived 
from a variety of sources. Part of it 
is local productivity of farm, mine and 
factory. Western Europe is a hive of 
industry with a tremendous and greatly 
diversified economic output. Part of 
it has been the earnings of great mer- 
chant fleets which have carried cargoes 
to and fro in all parts of the world and 
have charged the people of all countries 
to whom such services were rendered. 
Part of it has been the earnings of her 
great banks and insurance companies 
and a part has been the expenditures 
of tourists from the new world eager 
to see the scenery and the civilization 
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of the older countries. As time has 
passed, the people of Europe have in- 
vested heavily abroad, holding, at 
the outbreak of the war, possibly 
$40,000,000,000 of foreign stocks and 
bonds. These securities entitled them 
to receive perhaps $2,000,000,000 a 
year in interest and dividends. 

Such an organization was both com- 
plex and delicate and its possibilities 
have perhaps never been realized by 
any one. Even with man’s rudimen- 
tary knowledge of science and his 
blunders in applying it, the output 
of commodities and services was enor- 
mous. The world’s great economic 
machine creaked and groaned, and lum- 
bered and lurched along, but it worked. 
Some felt that its operations were be- 
coming less successful as the years 
passed, but it functioned after a 
fashion. It was clumsy but its various 
parts were interrelated and, while 
changes could be made and, in fact, 
were always going on, they were pain- 
ful. The introduction of machinery 
brought hardships to laborers who 
lost their positions. A change of 
fashions often meant temporary unem- 
ployment to thousands of people and 
a considerable loss to owners of ma- 
chinery suddenly rendered useless. 
A war in South Africa created a de- 
mand for mules that brought pros- 
perity to farmers in Missouri. A 
threat of war in the Balkans spread 
its influence from one center to another 
until a railroad in our middle West 
could not sell its bonds and so delayed 
making certain extensions of its line. 
Laborers were discharged, and re- 
tailers, from whom they were ac- 
customed to buy, lost their trade. 
The world was each year becoming 
more and more of an economic unit 
and violent disturbance aiywhere was 
sure to mean trouble. 

Into this organization came the war, 
and at the end an attempt was made 


to resume the activity that had been 
interrupted. Not only once, but many 
times, our leaders have endeavored to 
bring us back to something resembling 
the pre-war standard, but thus far 
the successes have been few and the 
failures many. 

The causes of the impasse are many 
and are an intricate mixture of eco- 
nomic, political and psychological ques- 
tions that no one person is by himself 
capable of analyzing. There are, how- 
ever, a few of the economic aspects 
that can be made clear. 

First is the fact that the war actually 
destroyed only a very small fraction 
of the economic organization of Europe. 
Terrible as was the slaughter, there 
is no lack of man power. Railroads, 
bridges, factories, mines and dwellings 
were destroyed but they were, after 
all, only a small percentage of the 
total and occupied only a small frac- 
tion of the entire area of Europe, to 
say nothing of the world. 

In this connection it is to be re- 
membered that the war did not de- 
stroy any large accumulations of 
capital but was fought chiefly out of 
income. Past accumulations of guns, 
ammunition, food and clothing formed 
only a very small part of what was 
used. Each year’s activities during 
the war were devoted to the creation 
of what was needed. The war could 
be fought and was fought with the 
income of the years during which the 
war was carried on. 

Moreover, much of the accumulated 


capital that was destroyed would soon . 


have passed out of existence in any 
case. With minor exceptions capital 
is quickly destroyed through ordinary 
use. Every well-managed corporation 
must maintain its depreciation re- 
serves—set aside each year a fraction 
of its income for replacement pur- 
poses. With a population able and 
willing to resume its activities, re- 
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covery can be and is remarkably 
rapid. Such capital as was destroyed 
could be replaced in a short time and 
much of it has been. Reconstruction 
has made remarkable progress. 

With this goes also the reminder 
that comparatively little of the war 
burden was shifted to a later gener- 
ation. The war was fought with the 
income of the years 1914-18. Be- 
cause many bonds were issued and 
much inflation occurred, we find today 
that many governments, banks, corpo- 
rations and individuals have made 
very large promises, and many of 
them may find it impossible to keep 
their pledges. But for every debtor 
there is a creditor—somewhere. The 
burden passed on by the war is only 
to a small extent that of paying for 
the costs or losses of the war. There 
was a certain amount of destruction 
but a remarkable amount of resto- 
ration has already occurred. Our seri- 
ous burdens are of a very different 
kind. One is that of calming our 
fears of each other. Another is that 
of finding some way of adjusting 
certain badly arranged _relation- 
ships between debtor and creditor. 
The existence of huge government 
debts does not mean that the world 
has not paid for the war. What it 
means is that during the war and in 
the post-war reconstruction period, 
some persons have been willing and 
able to buy bonds or have been forced 
to take paper currency. As holders 
of this paper they have large claims 
on the community as a whole or on 
other individuals—claims that are 
very difficult and perhaps impossible 
to meet. This does not mean that 
the war has not been paid for, but 
merely that in the process of payment, 
now largely over, there have been 
brought into existence a mass of 
promissory notes, more than the 
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world has ever before seen and more 
than can ever be paid. 


OxsstacLes TO RECOVERY 


Obstacles to recovery have been 
numerous, but four may be singled 
out for special consideration. They 
are closely interrelated but may for 
convenience be presented separately. 
First is the diversion of trade into 
entirely new channels. An article 
in this volume by Professor Mireaux ! 
brings out this difficulty very clearly. 
He refers to the havoc wrought by 
shifted boundaries—not political havoc 
but economic havoc. A _ division 
of labor had grown up, some sections 
furnishing others with food supplies 
and raw materials. Trade, while con- 
stantly shifting in direction, had for 
decades followed certain  well-es- 
tablished routes. Those have been 
changed. New national boundaries 
have been created and barriers raised 
to the free movement of goods in the 
old channels. Former sources of sup- 
ply have been cut off and old markets 
destroyed. It would take a _ con- 
siderable period of time, under the 
most favorable conditions, for com- 
merce and manufacturing to recover 
their old volume under these changed 
conditions. But conditions have not 
been favorable. Nationalistic feeling 
is intense, tariff walls have been raised, 
some wars have persisted and others 
are constantly threatened. A densely 
populated area with a highly developed 
sectional division of labor and whose 
standard of living was dependent 
on a free movement of labor and com- 
modities is threatened with cold and 
hunger. Eastern Europe has felt it 
most but the area of intense suffering 
is making its way west with Germany 
next in the list. As yet, there is no 
force in existence strong enough to 
check this terrible movement. 


1 See p. 132. 
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Tue Worup-Wipe Economic Crisis 


A second factor is the great economic 
crisis through which the world has 
been passing. Before it came only 
a few heeded the danger signals and 
even a general realization that it was 
impending could have done nothing 
but slightly soften the blow. The 
war period with its prodigal waste 
and its monetary inflation had two 
weaknesses. One was that incompe- 
tence in business was not quickly 
eliminated and the other was the cre- 
ation of obligations (stocks, bonds 
and notes) in amounts entirely beyond 
the possibility of settlement. 

The crisis came—a recognition by 
many that the outstanding promises 
could not be met. Liquidation follow- 
ed, going far in the United States 
and England where failures and read- 
justments were numerous. If other 
countries had done as much we could 
feel that the worst of the crisis is over 
and begin to work our way through 
the period of depression with more 
assurance. But, unfortunately, the 
leading countries of continental Eu- 
rope have not yet gone through this 
period of liquidation. Where statis- 
tics of business failures are available, 
they are below normal. It seems 
certain that the failure of many busi- 
ness concerns is overdue and that any 
fall of prices (or even stabilization 
where prices are still rising, as in Ger- 
many) will precipitate bankruptcies 
on a large scale. 

From the shock of such a crisis, 
Great Britain and the United States 
cannot be spared. They have, to an 
important degree, corrected their in- 
ternal problems, but the way is not 
clear for a forward movement on a 
sound basis. Unfortunately, this is 
not clearly perceived, especially in the 
United States, where we are at present 
going through a “boom” period which 


rests on large bank reserves and an 
excess of optimism rather than on a 
healthy business recovery throughout 
the world. Our troubles are not over 
and the present upward movement is 
now progressing with unfortunate ra- 
pidity. If there is not a serious reac- 
tion it will be surprising and will be 
in spite of the unsound situation in 
Europe. 


INTERNAL INDEBTEDNESS 


Throughout our chapters on special 
countries, we presented two sets of 
facts. One was the extent to which 
productivity had been restored. Ev- 
erywhere agriculture and manufactur- 
ing have made gains but everywhere in 
Europe they seem to have been 
definitely retarded, and, in many in- 
stances, stopped completely. Agri- 
culture and some lines of manufactur- 
ing show a considerable amount of 
recovery but other lines are making 
less progress. This is especially true 
of iron and steel and the other in- 
dustries that are closely identified 
with them, industries whose relation- 
ship to war and to large scale business, 
during peace, is particularly intimate. 
The closer the relationship to other 
lines of business, the greater seems the 
trouble. To this there are perhaps 
exceptions, but the more deeply in- 
volved that industries or countries 
have become in the world-wide division 
of labor, the greater the suffering in 
a time of crisis. 

But all of the countries mentioned 
and all of their industries are also 
affected by the demoralization of 
finances. Wherever we could find 
sufficiently reliable data we have 
found that the corporations have is- 
sued stocks and bonds to an amount 
far in excess of their ability, partic- 
ularly if prices should fall. Private 
financing is in a very weak position. 

Everywhere on the Continent the 


re 
n 
d 
y 
r 
e 
‘ 


110 


commercial banks are facing serious 
problems. When we analyzed their 
reports we found that their deposit 
liabilities expressed in monetary units 
(francs, marks, etc.) had greatly in- 
creased but that when allowance was 
made for the higher price level their 
deposits were in some cases less than 
pre-war. In France these deposits, 
as thus corrected, were at the end of 
1920 only 67 per cent of pre-war, in 
Germany 60 per cent, and in the 
United Kingdom 97 percent. In Italy, 
however, they were 137 per cent.” 

These figures are for the end of 1920 
and there may now be a change for 
the better, although it seems im- 
probable since so large a fraction of 
the funds in each country have been 
demanded by government financing. 
More serious are the facts that the 
demand liabilities of the banks are so 
large as compared with the total assets 
and that the margin of safety for 
depositors is so slight. As was to be 
expected this problem is more acute 
in Germany than in the other coun- 
tries mentioned. 

The central banks which perform.nu- 
merous functions are caught between 
two demands, those of private business 
especially as presented through the 
central banks, and those of their respec- 
tive governments. If a further crisis 
develops, the demands on them for 
rediscounts will be increased. As 
government financing continues to pre- 
sent difficulties, they are called upon 
for aid in that direction also. 

How far this has involved the 
leading central banks is shown in the 
following statement, giving the per- 
centage of government securities loans 
and advances as percentages of total 
assets for three separate dates.* 


2 League of Nations, Memorandum on Cur- 


rency, pp. 11 and 12. 
3 League of Nations, Memorandum on Central 


Banks, p. 23. 
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Leapinc Banxs—PercentaGes or GOvERN- 
MENT Securities or ALL Types To Tora, 
ASSETS 


| Enp | 
Booxs OF OF OF 
1913 | 1918 | 1921 
German Reichsbank.... . 19 99 
Bank of Belgium........ 14 81 93 
Bank of France......... Ss 81 84 
Bank of Portugal....... 49 77 79 
National Bank of Greece.| 35 12 61 
Bank of Italy........... 12 63 41 
Bank of England........ 29 54+ 35 
U. S. Federal Reserve 
as 10 12 


There are a few omissions in this 
table but the general picture is clear. 
The central banks are so heavily 
involved in government financing that 
for several of them there is no escape. 
Their ability to meet their own obli- 
gations is completely dependent on 
the state of government financing. 

But government financing is in a 
very bad condition. In Germany, 
we found it getting worse in every 
particular. In Italy, France and Bel- 
gium, deficits are each year growing 
less but they have not disappeared. 
Nor are there good reasons for ex- 
pecting them to disappear in the near 
future. In Belgium, the deficit will im- 
mediately increase if (or rather when) 
payments from Germany cease. In 
all three of these countries, debts, and, 
consequently, fixed charges are grow- 
ing. Floating debts are huge and 
becoming larger. If confidence should 
suddenly disappear, not only could 
additional amounts of securities not be 
floated, but outstanding issues as they 
mature could not be paid off by the 
offer of other bills in their place. It 
will mean default or reliance on the 
central banks for aid. There can be 
little doubt as to what will be done. 
The central banks will give aid as did 
the Bank of Germany and with 
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similar results. There will be further 
jssues of paper money, higher prices 
and more distress. 

How rapidly the difficulties are 
accumulating, we have stated for each 
country examined. How far it can 
go before the note issues will again be 
poured out freely in Italy, France and 
Belgium we do not know. We may 
be wrong in our belief as to the future 
but the tendencies are clear. How 
rapidly debts increased from 1920 
to 1921 in certain countries is shown 
in the following table: + 


principal, a total of less than 800 
bushels per annum. In ten years the 
mortgage could easily have been paid 
off. Unfortunately for him, prices 
fell after 1873. When wheat sold at 
$1.00 per bushel it took not 800 bushels 
but 1600 bushels per year to pay the 
debt. Many of us remember the 
failures, the foreclosures, the bitterness, 
the attempt to check the price fall 
through issues of paper money and 
by return to bimetallism. 

In Europe today the situation is 
similar, but far worse. Debts have 


CHANGES IN GOVERNMENT Dest From 1920 To 1921 


PERCENTAGE OF INCREASE 


PER CENT c PER CENT 
Country INCREASE INCREASE 
7.70 Czecho-Slovakia............ 18.37 


Tue Price 


Conditions ‘are maintained even 
as they are only because prices are 
being held at a relatively high level. 
If prices fall, debtors cannot meet 
their obligations. 

In the days immediately following 
our Civil War, prices were high not 
only in the United States but through- 
out the world. A western farmer with 
wheat selling at a high price per bushel, 
(say $2.00) did not hesitate to mort- 
gage his farm for $10,000 at 6 per cent. 
He was confident that it would take 
only 300 bushels of wheat per year 
to pay the interest and less than 500 
bushels per year to accumulate a fund 
to apply on the repayment of the 


* League of Nations, Memorandum on Public 
Finance, p. XTX. 


been freely contracted at a time of 
high prices. A decline in prices means 
failures—default on interest and, in 
time, repudiation of principal. Is 
there any possible way of avoiding 
the distress that such an outcome 
would bring and the shock to business 
that would follow it? Such a catas- 
trophe would make a further check to 
business inevitable. No matter how 
clear our vision nor deep our sym- 
pathies, the consequences would be 
serious. 

Unfortunately, it is hard to be 
optimistic. A fall in prices means 
wholesale bankruptcies. On the other 
hand, the present signs point to further 
inflation as the next step—a further 
rise in price to be followed ultimately 
by a collapse more serious than if it 
occurred now. Stability seems im- 
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probable and doubtless it is impossible. 
In any case there is much to be gained 
by the speedy elimination of weak 
business concerns whose continued 
existence is due solely to the delay 
in readjustments. 

One specific plan, and one only, has 
been put forward. We mean only 
one that has in it sufficient merit to 
warrant its presentation here. When 
political difficulties become acute, our 
statesmen often seek relief in a 
“formula.” A blow is often softened 
if a satisfactory name or phrase can be 
used to designate it. 

Such a formula has been proposed 
for Europe and is known as “devalu- 
ation.” Our survey shows the im- 
possibility of debts being met by the 
payment (say in Italy) of lire of the 
pre-war sort. The lira is merely a 
lump of gold weighing 4.48036 grains, 
nine-tenths fine or pure. Promises 
in Italy are so huge and so involved 
that debtors cannot acquire sufficient 
gold or its equivalent to meet their 
obligations if eackgfira of the debt, as 
it now stands, is to be the same amount 
of gold as in pre-war days. Italian 
debtors are in a much worse position 
than the western farmer of our illus- 
tration. 

If, however, it should be decided 
not to attempt a restoration of the 
lira to the pre-war value (which was 
the equivalent of 19.3 cents) but to 
stabilize it at some other level nearer 
its present value (say at 5 cents) 
there would be an important measure 
of relief. It is argued by many that 
this is in effect a repudiation of prom- 
ises understood by many creditors to 
mean payment in lire of pre-war 
value. That is doubtless true but 
many of them will, in any case, never 
receive what they have hoped for. 
Moreover, even if we should ac- 
knowledge that this would be repu- 
diation, the shock would be lessened 
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just because a new word has been used 
to describe it. It may be camouflage 
but for a worthy end. Even camou- 
flage has at times much to commend 
it. 

However, there seems to be no prob- 
ability that such a device will be 
adopted. Even many experts oppose 
and it could not well be put into effect 
without a large measure of public 
support. The writer has made numer- 
ous inquiries on the point but the only 
sign of agreement has been that a very 
few experts have expressed a willing- 
ness to recommend the plan for their 
own countries in case other countries 
adopt it at the same time. This need 
not be expected at present. 


INTERNATIONAL INDEBTEDNESS 


The last phase of the problem we 
shall present is international indebted- 
ness. Huge claims are held by certain 
countries against other countries. The 
Allies claim reparations from Germany. 
Some of them have advanced large 
sums to others and many of them are 
heavily indebted to the United States 
Government. 

It is frequently argued that large 
internal indebtedness is ‘not a burden 
on any country; that debts from one 
Frenchman to another or by govern- 
ment and banks to bondholders, note- 
holders and depositors is not a strain 
on the country; that settling these 
claims is like taking money out of one 
pocket to put into another. This is 
not entirely correct and for at least 
two reasons. One is that the collec- 
tion of these claims means a redistribu- 
tion of the income and may injure the 
country as a whole. Bondholders, 


5 Devaluation has been urged strongly by 
J. M. Keynes (Manchester Guardian Commercial, 
Reconstruction Supplement, Number One, p. 3, 
and by the Report of the Second Commission 
(Finance) of the International Economic Con- 
ference at Genoa, April-May 1922. 
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for example, may gain too much at 
the expense of the taxpayers who are 
often not the same persons. 


The other reason is that the oper- 


ations involved are a heavy burden 
on the country’s financial machinery, 
as, for example, that of the government. 
Internal payments, say in France, may 
be transferring money from one pocket 
to another, but the amounts involved 
are so huge that many people question 
the capacity of the French Government 
to do it. In other words, the govern- 
ment credit is weakened. It probably 
cannot devise ways of reaching into 
one set of pockets—those of taxpayers 
—in order to get the funds to be put 
into the pockets of bondholders. 

But external payments, at least 
in outward appearance, present a 
harder problem. To an important 
extent, economic organization is along 
national lines and certain groups of 
people, say the Germans, living in an 
area known as Germany, are called 
upon to pay large sums to the people 
of another area. The task is twofold. 
The first is to devise a way of reaching 
into Germans pockets for funds to be 
transferred to French, Belgian, English, 
Italian and other coffers. The second 
is to transfer large quantities of com- 
modities or services from Germany to 
other countries. 

This means a sudden upheaval in 
the usual lines of trade, an adjustment 
so great as to be literally an economic 
impossibility. With time, with pa- 
tience and with clear thinking on the 
question, Germany could have paid 
large sums—how large the writer 
does not know. Estimates have been 
made from time to time but the po- 
tential economic capacity of every 
country is so enormous that estimates 
are difficult. Similarly, there is no 
reason to doubt the capacity of some 
of the other countries to make very 
large external payments if sufficient 


time is allowed and if all conditions | 


are favorable. 

But these qualifications are very 
important and are often ignored. 
The financial needs of certain credi- 
tor countries—notably Belgium and 
France, have been so acute that they 
would not wait and have been pressing 
their claims on Germany. Tax rates 
are high in England and the United 
States and the people of those coun- 
tries also are impatient. Time has 
not been allowed for the adjustments 
that would have increased the capacity 
of the debtor countries. 

Nor have other conditions been 
favorable. All, or nearly all, of the 
countries concerned, both creditor 
and debtor, were weakened by the war, 
and have been going through a severe 
economic crisis. Many have faced 
tariff barriers erected by the others, 
all must reorganize their internal 
finances and all have been affected by 
internal political difficulties and by an 
intense nationalistic spirit that has 
opposed concessions to other countries. 
Some also have economic problems 
of a persistent sort to overcome. We 
have noted these especially in Great 
Britain and Italy. 

Time, patience, and a very high de- 
gree of intelligence have been needed. 
But time has not been allowed to 
Germany and only the United States 
and Great Britain have exhibited much 
patience. A clear grasp of the eco- 
nomic intricacies involved either has 
been lacking or could not be utilized. 
As a result, economic capacity has 
improved but little among the debtor 


‘countries, and in some has positively 


declined. This has gone so far and 
become so serious that the creditor 
countries have more to lose by pressing 
their claims against the debtors than 
by compromising on them. It would 
be far better to cancel them entirely if, 
by so doing, trade could be revived. 


Ve 
1- 
d 
t 
c 
y 
y 
lo 
r 
> 
| 
j 
i 
{ 
9 . 


114 Tue ANNALS OF THE AMERICAN ACADEMY 


It would be much better to have a 
readjustment of relations between 
debtor and creditor than a continuance 
of the present situation. If present 
tendencies are not checked by drastic 
measures of some sort, conditions 
will become worse instead of better. 


Tue PrRoBLEMS OF THE CREDITORS 


Our viewpoint thus far has been 
that of the debtor countries whose 
problems are so acute. But there is 
another phase of the question that 
is fully as important. Can creditor 
countries afford to collect? 

Reference is often made to the pay- 
ment by France of the indemnity 
to Germany in 1871 and to the prompt- 
ness of the settlement. The quickness 
and apparent ease of that enormous 
transaction is viewed by many as proof 
that Germany could now readily 
pay a much larger amount. Doubt- 
less the Germans could have done 
better had they been anxious or even 
willing, but the illustration from the 
war of fifty years ago is not a good one. 
That war was short and France was not 
economically exhausted. France was 
compelled to purchase German marks, 
or their equivalent, and could do so 
by selling her holdings of foreign 
securities and by a very great increase 
in her exports of commodities. In our 
chapter on Germany, we have noticed 
that these means are for the most part 
not available to Germany today. 

But did Germany gain by receiving 
so huge a payment in so short a period 
of time? Probably not. Germany 
certainly suffered severely from the 


crisis of 1873 and during the depression ° 


that followed. The rest of the world 
also suffered but the indemnity paid 
by France did not ward off the crisis 
in Germany and many students be- 
lieve that France in the long run gained 
more from the payment than did Ger- 
many. 


How can this be true? At first 
thought it seems impossible that a 
creditor might suffer through collection 
from a creditor. Are not payments 
of debts welcome? Do they not add 
to the comfort and prosperity of the 
persons fortunate enough to receive 
them? 

Two facts must not be overlooked. 
It cannot too often be pointed out 
that the economic world functions 
today through a very highly developed 
division of labor. The capital of 
Lancashire, England is machinery 
built for the manufacture of cotton 
goods. The raw cotton is imported 
from other countries and highly skilled 
British labor using specialized ma- 
chinery changes the raw material 
into yarn and cloth. 

Next it must be remembered that 
payments by a debtor country must 
not only be transmitted in the form of 
goods and services but that payments 
are not general and vague. They are 
particular and specific. What Ger- 
many sends to England is not goods in 
general. It is something very definite 
and particular as, for example, cotton 
fabric gloves or optical instruments 
or dolls. Or, perhaps, it is an offer 
to carry wheat in German vessels 
from Argentine to Belgium at a lower 
freight rate than British vessels can 
afford. 

Put in this way, the paradox is ex- 
plained. British economic organiza- 
tion (like that of all other industrial- 
ized countries) has become highly 
specialized. The appearance of Ger- 
man cotton goods in Great Britain to 
be sold there at low prices means that 
many British cotton manufacturers 
must face heavy losses. Some would 
doubtless shut down, many workers 
would be discharged and distress 
would increase. Given plenty of time 
and a willingness to make the changes, 
the British cotton manufacturers could 
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gradually adapt their capital and labor 
to other work. Changes of this sort 
are constantly taking place in the world 
but the more suddenly they come the 
greater the hardship. After they are 
over, the community is often better 
off than before. It is a question of 
balancing the long run gain against 
the immediate hardship. 

What does such a balancing of gain 
and loss indicate today? The amount 
of commodities (and services) de- 
manded by creditor countries from 
debtor countries is so great that if de- 
liveries were possible and were imme- 
diately commenced, the effects on the 
creditors would be disastrous in the ex- 
treme. Failures would be numerous, 
unemployment and distress would be 
far, far greater than anything we have 
ever experienced. The immediate 
suffering would be very, very great. 

But how about the long-run gain? 
Here too, there is a difficulty. Pay- 
ments from Germany would continue 
for say thirty years and then abruptly 
cease. Immediately, another read- 
justment would be needed. 

These shocks are too serious. They 
mean price fluctuations, irregularity of 
employment and _ business failures. 
One of the greatest tasks of modern 
times is the introduction of more 
regularity into business. These pay- 
ments, if made as planned, would 
greatly increase the problem. Unless 
the transition can occur somewhat 
gradually it would be better to forego 
the payments altogether. 

Selfishness and shortsightedness has 
dictated the imposition of many high 
tariffs in the last few years but there is 
something to be said for the movement. 
Although they have not often been 
intelligently planned, they might be so 
arranged as to soften the shock of a 
transition period. The same may be 
said of the refusal of the Allied countries 
to accept all the ships offered by Ger- 


many on reparations’ account and of 
the attitude of England toward large 
deliveries of German coal in the French 
market where British coal had formerly 
been sold in large quantities. 


Foop Suppuies ror Europe 

Western Europe is today a great 
economic machine weakened by a war 
and then suddenly asked to function 
in a greatly altered manner. Added 
complications have been the creation 
of huge debts, wildly fluctuating price 
levels and demands that debtors make 
immediate large payments to creditors 


—payments that have to some extent’ 


been refused when offered.° 

But, in the meantime, what about 
the dense population of Western 
Europe? Some of them are busy, as 
in Germany, but are seriously short of 
food. Others, as in England, are 
suffering from unemployment but the 
country is still importing as much food 
as in pre-war days. 

The United Kingdom, Germany, 
Holland, Belgium, Italy, France and 
others regularly import food. Their 
own crops are still below the pre-war 
level, and some, as Germany, have had 
unfavorable crop weather in 1922. 
At the same time, the usual sources 
of supply have failed, not because 
of the devastation of the war that 
ended in November, 1918, but because 
of forces, some of which were let loose 
by the war, while others are even more 
deep-seated. 

Eastern European supplies of food- 
stuffs are gone, at least for the present. 


® One statement of the predicament is found 
in a protest of the Paris Chamber of Commerce 
against the Wiesbaden agreement, as quoted in 
the Economic Review, February 17, 1922, p. 286: 
“although offering certain financial advantages, 
it (the Wiesbaden agreement) will only increase 
the disabilities from which certain French in- 
dustries are now suffering, it will diminish French 
production and offer a premium on German 


exports.” 
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One writer’ declares that for Europe, 
excluding Russia, the average annual 
output of the years 1919-21 as com- 
pared with the average for 1909-13 
was less by 270,430,000 bushels of 
wheat, 242,910,000 bushels of rye, 
112,070,000 bushels of barley, 425,462,- 
000 bushels of oats and 110,230,000 
bushels of corn. He finds the expla- 
nation in the break up of the large 
estates and in the changed psychology 
of the European farmer. 

Whatever the causes, there is ground 
for grave concern. The dislocation 
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of economic life has brought tragedy 
to Eastern Europe. As yet the move- 
ment is not checked but is making its 
way westward. Austria is the most 
recent of the acute sufferers to come 
to our attention and unless the usual 
signs are not to be trusted, Germany 
is next. Our analysis has shown the 
weakness of still other countries. 
What steps have been taken to meet 
the peril and what progress toward an 
adjustment has been made? Finally, 
what is the position of the United 
States and what should be her attitude? 


Chapter IX 
ATTEMPTS AT SETTLEMENT 


HE difficulties in the way of a 
settlement should not be mini- 
mized. Obstacles to an adjustment 
are psychological and political as well 
as economic. In fact a complete 
analysis would compel the wise men 
of the world to introduce all the 
“ologies” there are. Some of the 
forces at work are deeply implanted 
in human beings through ages of 
biological inheritance. Some are the 
result of political, educational and 
general social environments that are 
themselves the product of decades, or 
centuries of development. Philosophy, 
race, religion, national aspirations and 
personal, ambitions are involved. All 
the forces and influences that affect 
the behavior of human beings as indi- 
viduals and as groups must be included. 
That agreements have been hard to 
secure, that decisions finally reached 
have over and over again been brought 


7 Alfred P. Dennis, “Special European Repre- 
sentative of the United States Department of 
Commerce,” The Saturday Evening Post, August 
26, 1922. For a particularly good analysis, 
see also “Agriculture in Eastern Europe” by 
E. Dana Durand, The Quarterly Journal of Eco- 
nomics, February, 1922, page 169. 


up for reconsideration and that re- 
versals of policy have often occurred 
should not be surprising. That simi- 
lar harassing changes will occur from 
time to time in the future may be 
expected. Our leaders are remarkably 
like the rest of us in their strong 
and weak points. Since they have 
accepted the responsibilities of leader- 
ship they must be held to account 
but our criticisms should be tempered 
by a realization of the difficulties of 
their tasks and by the certainty that 
no one could have evolved a solution 
that would have been generally ac- 
ceptable. 


Waar Has Been 

A survey of the post-war period is apt 
to be discouraging. Our preceding chap- 
ters and the current news despatches 
encourage pessimism. Actually there 
are a few reasons for encouragement 
even though our general position may, 
on the whole, lack optimism. 

So many statements have been made 
of the work of the Peace Conference 
and of the other attempts at an ad- 
justment that we are not warranted 
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in giving many details here. This 
is particularly true of all but the most 
recent events, and we shall accordingly 
content ourselves with a brief summary 
of the earlier developments. 

More attention will be given here 
to the question of reparations than to 
other matters. It has been and still 
is the cause of much controversy and is 
inextricably bound up with the whole 
question of intergovernmental indebt- 
edness with which we are so vitally 
concerned. 

The Peace Conference did not de- 
termine the aggregate amount of 
reparations to be paid by Germany, 
but left the amount and the manner 
of payment to be determined by a 
body known as the Reparation Com- 
mission. After extended discussions, 
many of them acrimonious, the amount 
and terms of payment were embodied 
in an agreement signed by Germany 
in May, 1921. That agreement is 
still nominally in effect, although 
numerous modifications in its execution 
have been permitted. 

In preceding chapters, we have 
not raised the question of justice and 
shall not do so now. of the Rhine 
there is a large body of intelligent 
people firmly of the opinion that the 
Treaty of Versailles and many other 
later decisions are grossly unjust. 
In France, Belgium and other coun- 
tries are many equally intelligent 
and conscientious persons who are 
quite as emphatic in their belief that 
the terms imposed upon Germany fall 
far short of what justice demands. 

Our concern at present is with 
these states of mind and with the 
economic possibilities. For over fifty 
years the French have been remember- 
ing the Franco-Prussian War. To 
this has now been added the hostility 
engendered by the recent conflict, 
bitterness over invaded and ravaged 
territory, fear that Germany may in 


the future launch another attack, 
desperation over failure to receive 
expected reparation payments and 
alarm over financial problems. In 
Germany there is no such recognition 
of guilt as her conquerors insist upon. 
And yet if the writer’s observations 
during the last summer can serve as a 
guide, there is no bitterness toward 
most of the former foes. But toward 
the French and the Poles there is an 
intense and growing resentment. In- 
dignation at the large amount of 
reparations demanded, criticism of the 
costs of maintaining foreign troops 
in the occupied area, resentment over 
the presence of colored soldiers even 
when their conduct is not questioned, 
allegations that the League of Nations 
is merely carrying out the wishes of an 
imperialistic France,—these and like 
sentiments are the ones frankly ex- 
pressed. To say that many of these 
views on both sides are unreasonable 
is to miss their significance. Why 
should one expect the people of France 
and Germany to be reasonable today? 
Only to a small degree are any of us 
ever reasonable and it is a poor social 
scientist who proceeds on the assump- 
tion of rational conduct. 

M. Gabriel Hauotaux has recently 
written :! 


And, above all, calculations must take 
account of sentiments as sentiments must 
take account of calculations. These and 
those co-exist; man is the product of them 
all; that is why politics is so difficult an art. 
If the politics of the present day is equal 
to its high task, it must admit that eco- 
nomic reasoning is not the only, or even 
the principal determinant of its action; 
it should even distrust it; for the great 
weakness of economic metaphysics is that 
it has no soul, and lacking a soul, it lacks 
Humanity. 


1“Economic Metaphysics,” Manchester 
Guardian Commercial, “Reconstruction in Eu- 
rope,” Supplement Number Two, May 18, 
1922, p. 66. 
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One does not assent to all of the 
above when he agrees that human be- 
havior is seldom the result of careful 
calculation. But to this concession 
he may add that one function of the 
economist is to indicate the price that 
must be paid when emotions. control 
action. That both French and Ger- 
mans are today unreasonable may be 
conceded or even expected; that they 
will continue to be unreasonable may 
be assumed; that they may in time 
moderate their emotions as the con- 
sequences are more fully appreciated 


may be hoped. 


Tue REPARATIONS AGREEMENT OF 
May, 1921 


Prior to the agreement of May, 
1921, estimates of the amount Germany 
should, could or would pay were 
numerous. Most of them were pre- 
sented by irresponsible persons and 
many were fantastic. Some were 
worked out with considerable care and 
others were merely the expression of 
the emotion (and in some cases the 
greed) of their authors. Usually, they 
were based on the belief that the total 
should be related to the damage 
charged against the Germans rather 
than to their probable capacity to 
make settlement. 

By May, 1921, feeling had moder- 
ated somewhat and the amount de- 
manded was much less than many 
had previously named. Germany was 
called upon to make two kinds of 
payments. The first was a cash pay- 
ment of 2,000,000,000 gold marks per 
annum and the second was a sum 
equivalent to 26 per cent of the value 
of her exports. These payments were 
to be continued until Germany should 
have redeemed certain bonds with a 
face value of 132,000,000,000 gold 
marks. 

These bonds all bore interest at the 
rate of 5 per cent per annum and 
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called for an additional one per cent 
to be paid into a sinking fund for re- 
demption of the bonds by annual 
drawings at par. The bonds were 
divided into three classes, A, B and C, 
The A bonds amounted to 12,000,- 
000,000 gold marks, and were to be 
delivered to the Reparation Commis- 
sion by July 1, 1921. The B bonds 
amounted to 38,000,000,000 gold marks 
to be delivered to the Reparation Com- 
mission by November 1, 1921. The 
C bonds amounted to 82,000,000,000 
gold marks and were also to be de- 
livered by November 1, 1921, but 
with this provision. Unlike the A 
and B bonds they were to be de- 
livered without interest coupons at- 
tached and were to be issued by the 
Reparation Commission “as and when 
it is satisfied that the payments which 
Germany is required to make in pur- 
suance of this schedule are sufficient 
to provide for the payment of interest 
and sinking fund on such bonds.” 

Several facts need to be noted. 
First is the total amount, the face value 
being 132,000,000,000 gold marks or 
about $33,000,000,000. The signifi- 
cance of this amount depends in part 
on its size and in part on the period 
of time during which the payments 
would be continued. The present 
worth of $33,000,000,000 to be paid 
at some distance in the future is far 
less than the face amount. 

The real burden is to be found in the 
annual payments which were to be 
2,000,000,000 gold marks plus an 
amount equivalent to 26 per cent of 
the German exports. This second 
item was apparently expected to 
yield about 1,000,000,000 gold marks 
per annum. Since the A and B bonds 
together totaled 50,000,000,000 gold 
marks ($12,500,000,000) the 6 per 
cent charge (5 per cent interest and 
one per cent sinking fund) would be 
$,000,000,000 gold marks ($750,000,- 
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000). There was to be a cash pay- 
ment of 2,000,000,000 gold marks 
($500,000,000) so the remaining 1,000,- 
000,000 gold marks ($250,000,000) 
was clearly expected to be the yield 
from the tax on exports. As this 
tax was 26 per cent of the total, it 
was evidently anticipated that the 
exports would amount to almost 
3,850,000,000 gold marks ($960,000,- 
000). It also implied that there must 
be an annual balance of exports over 
imports sufficient to yield the total 
annual payment of 3,000,000,000 gold 
marks, except in so far as this could be 
met by surrender of property and by 
certain “invisible items” such as the 
earnings of the merchant marine. 
That such payments were impossible 
our analysis in Chapter V has made 
clear. 

A second feature of very great im- 
portance was the division of the bonds 
into three classes, A, B and C. Only 


the A and B bonds, totaling 50,000,-° 


000,000 gold marks, were to be issued 
at once, that of the C bonds being 
postponed. This arrangement meant 
that in addition to the annual burden 
of 3,000,000,000 gold marks there was 
the possibility that an additional 4,920,- 
000,000 gold marks per annum (6 
per cent of 82,000,000,000 gold marks) 
would be demanded as soon as capacity 
to make larger payments was demon- 
strated. Needless to say this was 
not the sort of arrangement that would 
encourage payments of the first 3,000,- 
000,000 gold marks even had such 
payment been immediately possible. 

It is interesting to notice that the 
A and B bonds combined total 50,000,- 
000,000 gold marks or about $12,500,- 
000,000, an amount not far from that 
said to have been urged by the Ameri- 
can delegates at Paris and from the 
calculations of J. M. Keynes. In 
fact, many critics have contended 
that at least some of the Allied states- 


men at no time supposed that the C 
bonds would ever be issued. They 
could be included in the published 
announcements swelling the total to 
the impressive 132,000,000,000 gold 
marks which was sure to bring the 
support of public opinion, particularly 
in France, Belgium and England and 
at the same time conceal the fact that 
there had actually been a very great 
reduction in the demands on Germany. 

The illusory nature of these C 
bonds should not be forgotten and will 
be mentioned again. In the meantime, 
we may notice that the market value 
of the A and B bonds was slight. 
None have been offered on the market 
nor has Germany kept up her pay- 
ments as required by the terms of 
the agreement. 

What Germany’s actual capacity 
was it is not possible to say. All the 
estimates that have been made have 
been based on numerous assumptions 
such as the willingness of other coun- 
tries to take German exports. That 
she could not pay even the burden 
of the A and B bonds seems entirely 
clear when the facts presented in 
Chapter V are remembered. That 
she did not pay any large amount is a 
matter of record. 

Troubles developed rapidly. The 
A bonds were delivered by July 1, 
1921. Payments were scheduled to 
start as early as in May and were to be 
made from time to time as specified 
in the Treaty. A glance at the chart 
showing exchange fluctuations * shows 
that Germany’s credit abroad weak- 
ened disastrously in the fall of 1921 
soon after payments were started. 
There had been a downward move- 
ment from March on but it had been 
slow until July when it became more 
abrupt, a low point of one and one- 
half per cent of dollar parity being 


2 See above, p. 15. 
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reached late in November. Whatever 
the cause the effect was startling. 
The lower the external value of the 
mark, the more paper marks it took 
to buy the gold marks demanded under 
the schedule of payments. This meant 
that the German Government must 
either tax or borrow to secure the funds. 

Germany’s government, after the 
war and the subsequent revolution 
was necessarily weak. Whether it 
did its best we do not know. That 
it made attempts and that it en- 
countered vigorous opposition are facts 
beyond doubt. The Wirth Govern- 
ment took the view that the demands 
were impossible of fulfillment but that 
the best way of demonstrating the 
fact was to make a sincere attempt. 
The opposition argued that it was bet- 
ter to refuse flatly. ° 

One difficulty was inevitable and 
created a vicious circle of troubles. 
Payments were due on certain dates. 
Additional taxes can be provided in 
any country only after the enactment 
of appropriate legislation and the 
creation of the necessary administra- 
tive machinery. This is particularly 
true if the taxes are of a new sort and 
not merely higher rates for taxes al- 
ready in use. These preliminaries 
take considerable time even under 
the most favorable conditions but 
conditions in Germany were all of a 
sort to encourage delays. In the 
meantime, payments could be made 
by the Government only by borrowing. 
No market, at home or abroad, could 
have absorbed so much by immediate 
saving, so borrowing from the banks 
was necessary and that meant inflation. 
We have already shown above the 
increase in note issues and govern- 
ment debt. But these meant inflation 
—in fact were inflation. 

Consider what this meant. In- 
flation meant higher prices internally. 
It meant that ordinary government 
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expenses went up by leaps and bounds 
and thus created budget deficits that 
had to be met by further loans and 
hence more inflation followed by stil] 
higher prices, larger deficits and more 
loans. Such a situation internally 
weakened German credit abroad and 
forced a further fall in German ex- 
change thus making it necessary for 
the German Government to acquire 
more and more paper marks with 
which to buy the gold marks needed 
for the reparation payments. How 
could tax legislation keep up with such 
a movement? Legislation to raise 
any given amount would be inadequate 
before its passage and far more so by 
the time it could be administered. 
By the time a forced loan (which was 
passed by the Reichstag in July, 1922) 
to raise 70,000,000,000 paper marks 
can become effective, the sum called 
for is entirely inadequate. It was 
planned in the spring of 1922 when the 
mark was worth about one-third of a 
cent. On November 2, the mark was 
worth about one fifty-seventh of a cent 
or only atwenty-ninth asmuch. Toac- 
complish the same result in external pay- 
ments as had been expected from the 
loan of 70,000,000,000 paper marks, a 
loan of over 2,000,000,000,000 would 
now be needed. How much will be re- 
quired a little later when these words 
appear, it is useless to guess. 

Before the end of 1921, it was clear 
that the payments as demanded could 
not be maintained and in January, 
1922, the Reparation Commission 
after the conference held at Cannes 
granted a provisional delay to Ger- 
many on the payments falling due on 
January 15th and February 15th. 
Germany was required to pay $31,- 
000,000 gold marks every ten days, 
the first payment to be made on 
January 16th. She was directed to 
submit to the Commission within 
a fortnight a plan for reforms or for 
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appropriate guarantees for her budget 
and paper currencies. Also she was 
invited to attend an economic con- 
ference at Genoa, the conference whose 
sessions started on April 10th, and 
lasted until May 19th. At this Genoa 
Conierence, the question of reparations 
was excluded from the discussions 
in accordance with an agreement be- 
tween the British and French premiers 
held at Boulogne early in March. 

The German reply to the demands 
at Cannes was evasive but in February 
a provisional agreement was reached 
by which Germany was to make an 
annual payment of 720,000,000 gold 
marks in cash and 1,450,000,000 gold 
marks in kind, a total of 2,170,000,000 
gold marks. This may be contrasted 
with the agreement of the preceding 
May which called for an annual pay- 
ment of 3,000,000,000 gold marks 
in cash. In the meantime, the pay- 
ments of 31,000,000 gold marks every 
ten days were maintained. 

In March the Reparation Com- 
mission finally gave formal assent to 
a partial moratorium, the payments 
each ten days having hitherto been 
provisional and tentative. The assent 
was accompanied by a demand that 
Germany raise 60,000,000,000 paper 
marks in additional taxes; float an 
internal loan to balance her budget; 
stop the exportation of capital; make 
the Reichsbank independent of the 
Government; radically reduce ex- 
penses; submit to a system of super- 
vision through obligatory consultation 
with a committee on guarantees; 
and either to float an international 
loan or to make a levy on capital for 
reparation payments. To this Ger- 
many promptly objected, declaring 
it was impossible to raise the taxes and 
declining the suggestion of guardian- 
ship by a commission. In the mean- 
time, a demand from the United 
States that the expenses of our troops 


in the occupied area (amounting to 
$241,000,000) be met from the German 
payments had created consternation 
among the European Allies. 

The Genoa Conference was held 
without appreciable effect other than 
that of getting former foes together 
in a conference and of forcing all con- 
cerned to face more definitely than 
before the economic realities in Europe. 
In informal discussions experts could 
frankly exchange opinions and agree 
on carefully worded reports but repa- 
rations and treaty revisions were 
rigidly excluded. The delusions were 
still adhered to and the conference 
adjourned with little to show for the 
time and effort expended. 

In June Dr. Walter Rathenau, 
German Minister of Foreign Affairs, 
was assassinated. The mark fell still 
more, and early in July Germany re- 
quested a moratorium on reparation 
payments for the remainder of 1922 
and all of 1923 and 1924. In June 
the Committee on Guarantees* had 
gone to Berlin for the purpose of in- 
vestigating carefully the condition 
of the German Government. Their 
report has not been made public. 

In reply to the German request for 
a moratorium, which was dated July 
12th, the Reparation Commission on 
July 13th contended that reparation 
payments had been “only one and 
not the most important of the causes 
of thie present depreciation of the mark 
and that stability can only be defi- 
nitely reéstablished if the financial 
reforms which the Reparation Com- 
mission has for a long time demanded 
are immediately put into force.” 

After an extended discussion and 
numerous delays, accompanied by 
many threats, the British and French 
premiers met in London early in Au- 
gust. The Conference was a failure. 


* Established by the Reparation Commission 
under the agreement of May, 1921. 
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Further negotiations between the Rep- 
aration Commission and the German 
Government resulted, on August 31st, 
in the allowance of a moratorium on 
the August 15th and September 15th 
payments, a delay which may if 
necessary be extended through De- 
cember Sist. In lieu of the cash as 
due the Reparation Commission ac- 
cepts, “German Government six 
months’ treasury bills, payable in 
gold and guaranteed in such manner 
as may be agreed upon between the 
German Government and the Govern- 
ment of Belgium (to which power the 
payments have been assigned), or, 
in default of such agreement, by the 
deposit of gold in a foreign bank ap- 
proved by Belgium.” 

These notes were delivered, Belgium 
accepting the guarantees offered by 
the German Reichsbank. One re- 
port has it that the notes thus guar- 
anteed were discounted at Swiss Banks. 
At the time this is written there is 
under discussion a conference to be 
held at Brussels in November to con- 
sider German reparation payments and 
inter-allied debts. Also it has been de- 
cided that the Reparation Commission 
is to go to Berlin for a conference with 
the leaders of the German Government, 
and it also is proposed to place German 
Government finances under the direc- 
tion of outside experts. 


CAUSES OF THE DIFFICULTIES 


Why should the Reparation Com- 
mission take such an attitude? At 
one time its orders to Germany are 
exacting and stern—later it grants 
a moratorium, accepting in lieu of 
actual payment further promises from 
a government whose outstanding ob- 
ligations are so enormous that at the 
most only a small fraction of them 
can ever be met. 

The first difficulty of the Commission 
has been that it was entrusted with 


the performance of an _ impossible 
task. How and why it was impossible 
our earlier chapters have explained. 

Second is the fact that the Com- 
mission has never been free to exercise 
its own judgment in the solution of 
problems. It is not to be supposed 
that its able membership and _ its 
staff of skilled experts have been de- 
luded regarding Germany’s capacity. 
Behind the members of the Com- 
mission have been their respective 
governments, each with its own acute 
problems, some of which we have out- 
lined. Most acute have been those 
of France and Belgium, especially 
the former. These problems are ac- 
tually insoluble, at least in the usual 
sense of the word. Certainly the 
various governments will not be able 
to meet their obligations in monetary 
units of the old value. Harassed and 
tormented the governments have re- 
fused to face the unpalatable facts 
and have been driven from one un- 
fortunate position to another. 

In the meantime what is the ag- 
gregate of Germany’s payments on 
reparation account? 

Comparable statements are hard to 
secure partly because the same items 
are not always included. Then, too, 
the disputes are interminable over the 
value of payments in kind, especially 
deliveries prior to May, 1921. Per- 
haps the best that we can do is to 
present on page 123 without comment 
a statement prepared by the United 
States Unofficial Delegation on the 
Reparation Commission, dated August 
23, 1922. It gives the deliveries in 
kind and cash payments made by 
Germany from November 11, 1918, 
to May 31, 1922. 


RePARATION PAYMENTS AND THE 
Depts To AMERICA 
Among the proposals for settlement 
presented in Europe from time to 
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time are several that have taken into 
account our heavy claims and have 
proposed an adjustment in which we 
would be included. Three call for 
special comment. 

One was prepared in the spring of 
1922 and put forth by Sir Robert 
Horne, Chancellor of the British 
Exchequer. The essence of this plan 
was that it reduced the German 
liability to 110,000,000,000 gold marks 
and divided it into. two parts—non- 
contingent and contingent. The first 
was 45,000,000,000 gold marks, the 
A and B bonds in the May, 1921, 
settlement less an allowance of 5,000,- 
000,000 marks for payments made. 
This sum was to be considered as 
still due and collectible from Germany. 
The remaining 65,000,000,000 marks 
was to be thought of as a contingent 
claim, i.e., it would be demanded only 
in case the United States pressed its 
claims against Europe. 

This plan at least had the merit of 
setting off the amount of the C bonds 
(slightly reduced) as different from 
the rest and of suggesting that their 
payment is to be considered doubtful. 
It was somewhat naive, however, 
in its assumptions. It seemed to be 
an intention to surrender something 
of value provided the United States 
would do the same. Eighty-two bil- 
lion gold marks would be forgiven 
Germany, partly by an outright re- 
duction of claim and partly in case 
the United States would be generous. 

But the United States has never ap- 

proved the impossible demands made 
on Germany, her representatives hav- 

ing all along favored a charge of no 

more than perhaps fifty or sixty bil- 

lion gold marks. It is hardly probable 

that we would be moved to an act of 

generosity by an offer of the Allies 

to surrender an utterly impossible 

demand that should never have been 

made. The gesture of sacrifice is a 
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weak one unless it indicates not merely 
the permanent elimination of the C 
bonds but a substantial portion of 
the A and B issues as well. 

Of course the intention may have 
been to suggest that our credits in 
Europe are as uncollectible as the C 
bonds but it is not probable that this 
was the meaning. 

Early in August, 1922, just before 
the conference in London between 
Lloyd George and Poincaré, there 
appeared in the “Petit Parisien” a 
proposal said to be in the mind of the 
French premier.‘ France was to claim 
nothing from Germany except repara- 
tion for material damage, reducing 
the German liability to fifty billion 
marks (the A and B bonds again) 
provided that Great Britain and 
the United States renounce their claims 
against France. 

Finally we have the Balfour note, 
issued on August Ist by the Govern- 
ment of Great Britain and contending 
that Great Britain could not cancel 
the amounts due it from the countries 
on the European continent because 
it was feeling the pressure of the 
American Government for the amounts 
due there. The note was apparently 
a blunder and was very sharply crit- 
icized in the House of Commons and 
in the London press. 

All three of these proposals are in 
effect hints to the United States and 
emphatic ones at that. We are in- 
directly informed that we should can- 
cel or at least greatly reduce our claims. 
In the next chapter reference will 
again be made to the matter and the 
policy we should follow. Here we 
may observe that such action on our 
part would not solve Europe’s prob- 
lems. Little has been paid our govern- 
ment either in principal or interest 

and there is no prospect of immediate 


4 Pall Mall Gazette (London), August 3, 1922. 
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payments except from Great Britain 
on interest account.® 

This means that the strain on 
Europe to settle with us has thus far 
been a small one. The addition of 
our claims to the other obligations of 
the various countries has had a psycho- 
logical effect and tended to weaken 
their credit standing but that is all. 
The breakdown is due to very different 
causes, as we have endeavored to 
show. 


Tue SiGns 


At the beginning of this chapter 
reference was made to the existence 
of a few grounds for encouragement. 
In spite of their form and the un- 
fortunate manner in which they have 
been presented, the Horne Plan, the 
Poincaré proposal and the Balfour 
note are hopeful signs. They indi- 
cate that common sense is gradually 
coming to the front and that the 
realities are being recognized. That 
the huge sums demanded of Germany 
cannot be collected seems to be real- 
ized. How the financial difficulties 
of the various governments can be met 
is not yet clear but the first step has 
been taken. This summer (1922) in 
Germany one impressive fact was the 
inability of the German leaders in 
government and finance to make any 
plans for the future. A little later 
the writer was in Paris, just at the 
time the German request for a mora- 
torium was received (on July 12). 
The striking thing was the inability 


5 Even the English, although officially ready 
to begin payments, are not slow as private in- 
dividuals to suggest the advantages to us of a 
reduction. See e.g. the address of the Honorable 
Reginald McKenna, former Chancellor of the 
Exchequer before the American Bankers’ Associ- 
ation in New York, on October 4, 1922. Anyone 
who has recently been in Europe will report that 
many of the views he stated are very common 
and that they are not always expressed with the 
same amount of tact as shown by Mr. McKenna. 


of French leaders to suggest a solution 
for the. French financial problems in 
case Germany did not pay. 

From time to time since 1919 vari- 
ous remedies have been suggested. 
Stabilization of exchange, elaborate 
banking organizations and other de- 
vices have appeared one after the 
other. Last spring the Reparation 
Commission invited a group of widely 
known bankers, including Mr. J. 
Pierpont Morgan from the United 
States, to report on the advisability 
of an international loan to aid Ger- 
many in her reparation payments. 
Fortunately the bankers refused to 
proceed unless the whole question of 
reparations could be brought up for 
consideration. This too aided in bring- 
ing the facts to the front. 

We must refer, but only briefly, 
to several attempts of a different 
kind. One is the famous Wiesbaden 
agreement signed in 1921 by Loucheur 
and Rathenau for their respective 
governments but not ratified until July, 
1922. A similar attempt at a direct 
payment in goods to Belgium is the 
agreement between the Reparation 
Commission and Herr Bemelmans 
representing the German Government. 

Still more recent is the Stinnes- 
Lubersac agreement ® and there is also 
an elaborate plan for the execution 
of public works in France, the larger 
part of the labor and materials to be 
furnished by Germany.’ All of these 
plans call for direct deliveries of com- 
modities—for payments in kind. None 
of the projects have been carried far 


*Since this was written it is reported from 
Germany that the agreement has been cancelled. 

7 For an outline of this proposal see Commerce 
Reports, August 21, 1922, p. 564. There are a 
number of different projects included, the total 
estimated cost being 18,419,000,000 francs. 
It is planned that Germany furnish at least 
13,000,000,000 francs of this, 6,000,000,000 
francs in labor and 7,000,000,000 francs in 
materials. 
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enough for us to know how valuable 
they may prove to be. Their. success 
is very doubtful but they at least mark 
a step in advance. 

Finally and most helpful of all are 
the evidences that the business inter- 
ests of France and Germany are 
gradually drawing together. Trade 
between them is of considerable size. 
Agreements of some kind have been 
reached between the dye interests of 
the two countries and in recent weeks 
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the papers have been filled with refer. 
ences to alliances between French and 
German industrial concerns. 

These movements are breaking down, 
or at least weakening the barriers 
created by the war. They cannot 
solve the acute financial problems 
of France but it is to be hoped that 
their influence will prevent the tragedy 
of a further invasion of Germany or of 
other violent measures that for a long 
time were so threatening. 


Chapter X 
WHAT SHALL BE OUR POLICY? 


AT should be the policy of the 

United States toward Europe 

and its problems? We could perhaps 

assume an attitude of indifference were 

it not for the fact that our interests 

there are so large and our participation 

in European economic life inescap- 
able. 

There are two things that should 
characterize our attitude. One is that 
we should keep our discussions free 
from suggestions of self-righteousness. 
Europe’s problems are difficult—much 
more so than ours. We would prob- 
ably show not a whit more ability than 
the British, the French, the Italians, 
the Germans and the rest if we were in 
the same situation. There is certainly 
very little in our present handling of 
our own problems to indicate our keen 
grasp of intricate economic and politi- 
cal questions. Too much of our advice 
has been offered with an intimation of 
our superior morality or mentality. 

On the other hand it is only fair to 
urge that our semi-detached position is 
an advantage, in that it eliminates or 
minimizes considerations of self-inter- 
est that necessarily affect the view- 
point of a European. There are a few 
matters on which we can properly have 


clear cut opinions and give expression 
to them. 

Western Europe is, as we have seen, 
laboring under a combination of diffi- 
culties. One is an economic depres- 
sion of unprecedented severity. In so 
far as it is like previous depressions, 
time will do much to bring about recov- 
ery. Indeed some progress has al- 
ready been made. Second is the fact 
that this depression differs from others 
because it is a reaction from a period of 
inflation more extreme and more wide- 
spread than ever before known. Its 
effects are consequently more serious 
and more lasting than usual and un- 
fortunately liquidation is by no means 
complete. The real crisis has not yet 
been reached in Germany and perhaps 
not in several others of the Continental 
countries we have studied. If and 
when it comes the shock to England 
will be serious and we too will suffer a 
setback. 

Then there are the new boundaries, 
the intense spirit of nationalism, 
tariff barriers, threats of new wars and 
all the other uncertainties. How can 
we best help Europe and ourselves? 

First let us remember two conclu- 
sions that we have reached for Europe 
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and then apply them to ourselves. 
One is the entire impossibility of the 
large amount of outstanding obliga- 
tions ever being paid in monies of the 
old values. This applies first to in- 
ternal obligations in each country. 
Sooner or later this inability must be 
acknowledged. When that time comes 
defaults will be numerous unless in the 
meantime some such plan as “devalu- 
ation” is adopted to lessen the shock. 

But this inability to make payment 
exists also with reference to external 
claims. The European economic ma- 
chinery could not be readjustec to 
meet these demands for years to come, 
and probably will not be. For a time 
certain delusions on this point will 
persist but after a while they will dis- 
appear. Imports cannot suddenly be 
curtailed and exports (either of goods 
or of services) increased in order to 
make these payments possible. 

Our second conclusion was that the 
creditor countries cannot afford sud- 
denly to begin receiving large amounts 
of goods (and services) even if they 
could be furnished by the debtors. 
Time, and a long time at that, would be 
needed for the adaption of each coun- 
try’s internal organization to such a 
changed condition. 

What does this mean to us? If 
Germany cannot make the large pay- 
ments demanded of her how can we ex- 
pect that the twenty countries named 
in Chapter I of this study can sud- 
denly begin payments to us. How can 
we expect even the strongest of them 
to do it? England can do it chiefly by 
the diversion of income from other 
parts of the world and with very heavy 
strain. In some ways her problems are 
the hardest of all. Just as the creditor 
countries of Europe must in time rec- 
ognize the inability of their debtors, so 
must we acknowledge the inability of 
ours. 

But what of our ability to receive 


payments? France is in desperate 
financial need. She has an enormous 
debt including perhaps 80,000,000,000 
francs spent on reconstruction in the 
devastated regions. Suppose Germany 
should assume liability for this sum and 
send into France each year about 5,000,- 
000,000 francs worth of miscellaneous 
goods in payment of interest and 
sinking fund charges on that amount. 
At the present rate of exchange this 
would amount to about $350,000,000 
per annum. Suddenly diverted to the 
French market, such a volume of goods, 
many of which compete with French 
products, would mean ruin to French 
manufacturers. Also it would drive 
out of the French markets many Amer- 
ican, British and other goods just as 
much British coal has already been 
driven out by German deliveries on 
reparation account. 

Suppose Europe were actually able 
to make these payments and we should 
attempt to take them. In what form 
would they come? Payments must 
be made as we pointed out in Chapter 
V either in gold, securities, services, or 
commodities. 

Gold we shall at once rule out. 
Europe cannot well afford to send us 
much more and we can even less afford 
to take it. The large amount we have 
is well known, our net increase in gold 
holdings from August 1, 1914 to July 
31, 1922 having been $1,697,299,000. 
In 1921 alone our net imports were 
$667,357,000 and in the first seven 
months of 1922 they were $155,210,000 
a total of $822,567,000 in only nine- 
teen months. These imports are not 
needed and are aiding to bring about a 
higher price level. This makes our 
market a less desirable place in which 
to buy and cuts off our export trade." 


1Qne prominent English business man told 
the writer this summer that it was their delib- 
erate plan to divert to America week after week 
the entire gold output from South Africa, using 
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Securities if we should purchase 
them are not a payment at all but 
merely an acceptance of more promises, 
a further increase of the debt. Unless 
there is some reason to believe that 
Europe’s ability to meet debt charges 
can be increased more rapidly than the 
new loans make additions to the vol- 
ume of those charges such loans are 
of doubtful wisdom. Moreover Eu- 
rope’s finances are in so unstable a con- 
dition that further loans at present are 
exceedingly hazardous. If the funds 
were used in destructive ways, such as 
for more war, the hazard is clear. If 
used merely to bolster up an impossible 
financial situation, the day of economic 
collapse will merely be postponed and 
will be worse when it comes. Even if 
used for definitely productive enter- 
prises it is difficult and probably im- 
possible to avoid entangling the funds 
in the general financial situation. 
Unless and until Europe’s finances are 
stabilized on a basis that gives us as- 
surances of future security, further 
loans to her are not an attractive in- 
vestment. This is not a disparage- 
ment of her economic capacity or of her 
good faith, but a simple recognition of 
the existing financial chaos. 

Shall we accept European services? 
To some extent we are willing. Weare 
glad to travel in Europe and are willing 
that certain Europeans, e.g., Italians, 
should work here for us, remitting funds 
to relatives at home. Such payments 
as these aid a little in spite of the many 
ignorant protests that it means sending 
“money” out of the country and is, 
therefore, bad. But when it comes to 
such important items as the earnings of 
a merchant marine, America hesi- 
tates. Some at least contend that we 
want our own merchant marine and 


it to meet as far as possible the British debt 
charges to us. This he agreed was regrettable 
but necessary because of our unwillingness to 
take their goods. 
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even propose to subsidize it. Then 
many also urge that all true Americans 
should finance their business through 
our own banks and insurance com- 
panies. We are not here taking issue 
with any of these views but merely 
repeating opinions that are commonly 
expressed. So long as these opinions 
are held Europeans cannot make pay- 
ment to us by rendering services. 

This leaves commodities as the chief 
means by which payment can be made. 
Until about 1873 we ordinarily im- 
ported more merchandise than we ex- 
ported, the difference being possible 
largely because Europeans were willing 
to take our promises—our stocks and 
bonds. By 1873 European holdings of 
thése became quite large and annual 
interest (and dividend) payments were 
considerable. Also we were traveling 
in Europe and allowing Europeans to 
carry our goods in their vessels. Pay- 
ments to them on these and other 
items made necessary an export bal- 
ance on merchandise account which was 
about $500,000,000 per annum just 
before the war. 

In a few short years we have bought 
back an important fraction of our secu- 
rities that had been held abroad and 
have accumulated a European credit 
balance of perhaps $14,000,000,000. 
We have built our own merchant fleet. 
At the same time we are insisting as 
never before that we desire to export 
large quantities of our goods. 

These exports must be paid for, not 
with gold, not with continued large 
purchases of foreign securities. Since 
(or if) we refuse foreign services the 
payment must be with commodities. 
The larger the exports the larger the 
imports merely to pay for them. If in 
addition, payment even of interest on 
our foreign credits is to be received 
($14,000,000,000 at say 5 per cent) we 
must take extra imports to the amount 
of $700,000,000 per annum. 
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Can we stand the strain of such a 
sudden reversal of trade balance? By 
no means. The trouble is not the 
size of the amount. Given time for 
readjustment, the hardships would be 
lessened. In the end we would of 
course find ourselves better off, receiv- 
ing each year hundreds of millions of 
dollars’ worth of commodities produced 
by foreign labor and capital. We 
would be reaping the reward of the 
investor. 

A sudden reversal would be too seri- 
ous a matter. Even if all the govern- 
ment credits should be cancelled out- 
right the problem will be serious 
enough. In any case the cause of 
much of our favorable trade balance is 
gone. We have become a creditor 
country and sooner or later will have an 
import balance. Getting ready for 
that without the added burden of these 
intergovernmental payments will be as 
much of a strain as we are equal to. 

What does this mean as to our policy? 
We shall not collect these large debts 
nor even the interest payments on 
them to any important extent. Eng- 
land is the only country able to pay and 
we object to letting her do so with the 
services of her merchant marine and of 
her financial houses. We also object 
to her commodities, and have raised a 
tariff against them. For a time she 
can send in some goods (and gold) but 
probably not for very long. If the 
amount is small it will not be adequate 
for the payments due. If it becomes 
large our troubles will increase, our 
objections grow in volume and in vehe- 
mence and some way will be found to 
check the movement. So far as col- 
lecting these ‘uuge amounts is con- 
cerned, we could not if we would, and 
we would not if we could. 

Sweeping reduction or general can- 
cellation of claims should come sooner or 
later and for reasons that are economic. 
Other arguments are often advanced 


10 


but we leave their presentation to 
others who are perhaps more impressed 
by their importance than is the writer. 
No matter how weighty they may be 
and no matter how much we shall be 
influenced by them in making our final 
decision, the economic reason is by 
itself sufficient. 

But how about the American tax- 
psyer who had hoped for relief from 
his burdens when foreign governments 
began their payments? The simple 
truth is that he must give up any expec- 
tation of relief. If it came in the only 
form in which it could be offered—large 
shipments of commodities—he would 
not gain through a lightened tax bur- 
den as much as he would lose from a 
disorganization of our economic life. 
This will not be easy to understand and 
protests may be expected. 


Loans To Evrope 


Reference has already been made to 
the hazards involved in further loans 
to Europe. Particularly is this true of 
any proposal that we participate heav- 
ily in a great international loan to aid 
Germany in making reparation pay- 
ments. This is overwhelmingly the 
case so long as the amount to be paid 
still stands at the sum named in the 
agreement of May, 1921, 132 billion 
gold marks less small amounts that 
have been paid to date. It is also 
true that no reduction in this amount is 
yet suggested that would really give 
relief. European opinion is not yet 
ready for anything more drastic than 
the cancellation of the C bonds. But 
the amount of the A and B bonds is 
more than can or will be paid and until 
there is reason to believe that our par- 
ticipation in a general plan of reduction 
or cancellation will mean real relief, we 
are justified in further delay. If the 
proposed conference is held in Brussels 
in November, 1922, or at any other date 
and if by that time assurances can be 
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given that the problem will really be 
faced, it is to be hoped that the United 
States Government will join in the delib- 
erations. 

In the meantime what shall be done? 
One thing is to continue in every way 
possible our discussion of the question. 
Time is needed for our own education. 
Many Americans who have recently 
been in Europe have not been trained 
observers and have received erroneous 
impressions. There are many, how- 
ever, who have been abroad who have 
been able to understand. Their inter- 
pretations will vary and their recom- 
mendations will not be unanimous but 
that is to be expected. To much that 
has been said in this paper objections 
may be advanced by other observers. 
But the important thing is to continue 
the discussion and as it goes on many 
ideas will be clarified, differences of 
opinion be adjusted and agreements 
reached. 

One thing more is important and 
that is the hardest. In fact it is sev- 
eral things closely inter-related. Our 
change from debtor to creditor status 
during the war has brought with it a 
host of new problems and we are bewil- 
dered by them. Europeans are as 
critical of what they consider our mis- 
takes as we are of theirs, although the 
most thoughtful ones realize that it is 
a time for mutual patience. 

As creditors, we must undertake new 
tasks, assume new responsibilities. 
International affairs have taken on for 
us an increased importance, partly be- 
cause of great world changes and partly 
because of our own altered position. 
If our great merchant fleet is to be 
retained and not be the cause of dan- 
gerous friction with other countries, 
notably Great Britain, the greatest of 
care must be exercised. If we wish to 
develop our foreign trade as the pas- 
sage of the Webb, the Edge and other 
laws, and the efforts of our great De- 
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partment of Commerce seem to indi- 
cate then our attitude towards imports 
must be altered. Tariffs must be 
lowered—not raised. In some manner 
we must reach a decision on this point, 
and if goods are to be imported more 
freely, every preparation possible must 
be made for the shock. Even if our 
claims on foreign governments are 
reduced, the strain will be a hard 
one. 

Even harder, perhaps, is the prelim- 
inary task of altering public opinion. 
It is not necessary that all tariffs be 
abandoned but the lowering or removal 
of any is by no means easy. But re- 
adjustments there must be, and soon. 
So many unworthy causes have been 
advanced in the last few years by 
means of organized propaganda that 
any concerted movement is apt to be 
viewed with suspicion. This distrust 
already exists in connection with the 
proposal that the debts to our govern- 
ment be reduced or cancelled. It will 
appear also in connection with other 
proposals. Of each of them it is true 
that some groups will gain and others 
will lose. Only by pressing the needs 
of the community as a whole can this 
suspicion be overcome. 

This leads to the concluding remark 
that in the international settlements 
that we hope are just ahead, the same 
charges willbe made. The reduction of 
the demands against Germany will be 
to her advantage and will seem to in- 
jure others. Similarly, Europe will 
appear to gain and we to lose from any 
modification ofour claims. The growth 
of a British fleet seems to menace our 
trade and the increase in ours to reduce 
the British national income. A deci- 
sion to curtail our cotton acreage may 
seem to be our own affair but it vitally 
affects millions of English people. 
A desire on the part of Great Britain to 
control the route to India or of the 
Turk to satisfy national aspirations by 
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a return to Thrace, creates issues for us. 
After the recent great war, we know 
that our neutrality could not long be 
maintained if another conflict should 
begin. 

‘In the reaction against the last war 
there has been a bad setback for the 
cause of internationalism. Some of 


its apostles may have been visionary 
but the same charge may be truthfully 
brought against many of its opponents 
who have called themselves practical. 
Problems of today are more interna- 
tional than ever before and the recent 
holocaust was the price paid for ignor- 
ing that fact. 
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The European Crisis and the Peace Treaties 


By Prorgessor Mrreavx 
Ecole Normale Supérieure and Société d’Etudes et d’Informations Economiques 


“FTXNHE Economic Consequences of 
the Peace,’”’—disastrous conse- 
quences, of course. Few phrases have 
been more widely re-echoed than this 
one, which the talent of Mr. Keynes 
has made popular throughout the 
world. The peace has proved disap- 
pointing. Full of the remembrance of 
the past, men had conceived of her as 
the very picture of plenty and robust- 
ness; like the old allegorical figures, 
her arms heavily laden with flowers 
and fruit. They had been waiting for 
her so long, they had been so ardently 
wishing for her return, that they have 
felt astonished at the pettiness of her 
gifts. They had looked forward to her 
generosity; she has behaved like a 
niggard. She has not brought back 
prosperity. Balked of their expecta- 
tions, men have begun inveighing 
against her. Post hoc, ergo propter 
hoc. The peace has been made respon- 
sible for the economic distress that has 
followed upon her heels. The crisis 
has come to be regarded as “the 
economic consequence of the peace.” 
The success of such a viewpoint is 
not surprising. What could better 
appeal to the delusions of all those who 
cannot reconcile themselves to the 
idea that our present straits are due 
to long-working deep-seated lasting 
causes, and who flatter themselves with 
the hope that, in order to cure all the 
ailments of Europe, nothing more is 
required than modifying a few texts by 
means of which unskilful wizards have 
cast an evil spell over the world. 
Whoever takes it for granted, how- 
ever, that a well-devised, or a better- 
devised peace would be able to re- 
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endow the European economic organ- 
ism with its pristine vigor, indulges in a 
strange conceit and singularly over- 
looks facts as they are. Though one 
almost blushes to recall so obvious a 
truth, one must not get weary of em- 
phasizing the true origin of the trials 
of the Old Continent. We are going 
through the economic consequences, 
not of the peace, but of the war. 

Of those consequences, by far the 
most important is the general impov- 
erishment of Europe. Even the 
lands which have least experienced the 
havoc of war, such as Germany or 
Great Britain, have been shorn of 
some part of their live forces, and have 
had to draw on their capital for over 
four years. Whole tracts of coun- 
tries, not a few among the richest in 
the world, Belgium, Northern France, 
Poland, Galicia, Rumania, Serbia, have 
been laid waste. It was, therefore, 
a delusion to fancy that the enormous 
needs arising out of the destructive- 
ness of war were going, on the morrow 
of peace, to stir up a revival of activ- 
ity all round and to call forth an 
intensive movement of international 
exchange. While creating such needs, 
war destructions had, at the same 
time, done away with the means to 
satisfy them. A ruined land is a 
closed market. In the very ratio to 
the mass of wealth that had disappeared, 
exchanges of commodities were bound 
to become restricted. The deepest- 
lying causé of the present crisis is that 
the world nowadays possesses a pro- 
ductive equipment that vastly ex- 
ceeds its reduced capacity of consump- 
tion. So lean has grown the body 
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that its armor hangs loose and weighs 
too heavily on it. 


War ALONE RESPONSIBLE 


For this trouble, war, war alone is 
responsible. Whence does it come, 
then, will you say, that this trouble has 
grown worse in certain countries since 
the peace? Whence is it that Austria, 
Hungary, Poland, for instance, in 1922 
are worse off than in 1919, some of 
them indeed in the depths of misery? 

First, it is because such a violent 
disturbance as the recent European 
upheaval cannot everywhere subside 
at the same rate, under the magical 
spell of the treaties. The mere sign- 
ing of them has not always proved 
sufficient; could not possibly always 
have proved sufficient to bring back 
actual peace. Even after they had 
been signed, war went on with its 
destructive work in several parts of 
Europe. Such has been the case with 
Poland, which found itself compelled 
to settle by the law of arms the fate of 
its eastern frontier. Such has been 
the case with Hungary, where revolu- 
tion and civil war have carried on for 
months the mischief of foreign war. 
Such has been the case with Rumania, 
Jugo-Slavia, Czecho-Slovakia, which 
have had to keep their armies mobi- 
lized, with the Russian and the Hun- 
garian revolutions at their doors. 

People forget, moreover, that peace 
only made manifest the long-pro- 
tracted demoralizing process of the 
war. Under the influence of the war, 
the peoples had become used to living 
from hand to mouth, to spending 
money without any foresight. The 


true notion of the value of things had 
been wiped off in most minds. As 
long as war was going on, however, 
every nerve of discipline and work had 
to be kept strained. The moment 
peace came, they suddenly became 
By a natural reaction there 


unstrung. 


grew up a general spirit of laziness, 
along with a taste for extravagant, 
improvident, often useless expendi- 
ture. The Western nations, as a rule, 
got over it pretty quickly. In Eastern 
Europe, there has been a more lasting 
demoralization. It is a fact that too 
many Eastern nations, while exerting 
themselves less, have gone on since the 
peace incurring an expenditure out of 
proportion to their resources, mortgag- 
ing the future in order to meet present 
requirements. 

Thus, both from the material and 
from the moral point of view, whole 
districts in Europe have remained, 
since the peace, the victims of war; 
and it is this long-drawn aftermath of 
the world catastrophe which has piled 
up more ruins on the top of those that 
had been heaped up by the catastrophe 
itself. 

We must, therefore, be careful not 
to lay to the account of peace the harm 
wrought by the war—a war which in 
too many places has too long gone on 
under the deceitful pretence of peace. 

When people write that reparations, 
such as have been provided for in the 
Versailles Treaty, are the root of the 
present woes of Europe, they are 
laboring under a singular optical de- 
lusion. They assume, at bottom, 
without saying it in so many words, 
that the Treaty has raised the problem 
of reparations. For our part, we 
think the raising of this problem is 
rather due to the laying waste of the 
wealthiest provinces of France and of 
a small stretch of Belgium by the 
armies at the front. The Peace Treaty 
has done nothing but decide that 
those destructions were to be made 
good, not by those who had suffered 
them, that is to say the French and the 
Belgians, but by those who had carried 
them out, that is to say the Germans. 
It has barely declared that those were 
to be made poorer who were chiefly 
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responsible for the impoverishment 
of all. For this impoverishment it is 
not a bit more responsible than is an 
expert for the amount of the damage 
he assesses, or a judge for the crime 
he punishes. 

Under such reservations (and most 
necessary they are), it could not very 
well be contended, however, that 
treaties which have upset the whole 
political map of Europe have been 
without any influence on the course of 
European economic life, and have not 
contributed their share to the present 
disorder. It was bound to be so. 


PRINCIPLES OF VERSAILLES TREATY 
Nor Economic 


The guiding principles of the Ver- 
sailles Treaty and of its fellows were 
not economic principles. They could 
not be; nor are they to be blamed for 
it. It is not desirable that the ma- 
terial needs of men should ever hold 
sovereign sway over the destiny of 
nations. It is quite legitimate that 
the authors of the peace should have 
considered, above all, moral and polit- 
ical factors, and that they should 
have aimed, before anything else, at 
restoring the rights of peoples and the 
peace of Europe. That is not to say, 
indeed, that economic requirements 
have been left altogether out of reckon- 
ing by them: the Dantzig and the 
Saar arrangements are sufficient evi- 
dence to the contrary. Yet it cannot 
well be denied that they held this class 
of considerations to be secondary. 
While remapping central Europe, they 
have unquestionably disturbed its eco- 
nomic balance. If there has been such 
a thing as “Economic Consequences 
of the Peace,” they are to be looked 
for in this direction; the more so as 
such consequences are possibly not 
beyond remedy, and the remedy might 
be suggested by carefully going into 
them, 


As a matter of fact, when statesmen, 
economists, manufacturers and busi- 
ness men think of the economic recon- 
struction of Europe, the natural proc- 
ess is for them to look backward, 
mentally to visualize the main currents 
of trade that used to run across it 
before the war, to measure the strength 
of those currents and finally to cast 
about for some means to restore them 
in their former intensity. 


Havoc Wrovucut By SHIFTED 
BouNnDARIES 


History no doubt never repeats 
itself. It is a wise thing, all the same, 
not to turn our backs deliberately 
upon the past. The economic recon- 
struction of Europe will, in the last 
resort, mean the setting up of a fabric, 
made out of both new materials and of 
a number of old materials, where 
producers and business men will feel 
sufficiently at home. We shall there- 
fore be attempting no vain task, if we 
inquire in what way the shifting of the 
frontiers has modified the economic 
structure of Europe, and what dis- 
tempers have followed upon this traffic- 
disturbing surgical operation. 

In Germany.—Germany has had 
large pieces cut off: her Polish provin- 
ces in the east, her French provinces 
in the west. Indisputably, the life of 
the German economic organism was 
closely bound to that of the whole 
world. Owing to her productive power 
and to the vigor of her commercial 
expansion, her activity was spreading 
beyond the boundaries of the Hohen- 
zolierns’ Empire and even of Middle 
Europe. Yet it was in her own terri- 
tory, such as defined by her political 
frontiers, that Germany used to find 
the essential elements of her prosperity. 
Those elements were twofold. Not 
only had the toil of her nationals 
known how to set to work upon her 
abundant natural resources; it had also 
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succeeded in setting up between the 
different provinces a close coépera- 
tion, in knitting the various parts of 
the Empire together into one single 
whole. Had the line of the new 
frontiers done nothing but make 
Germany smaller, diminishing the 
total amount of her wealth, the re- 
sulting economic disturbance would 
have been comparatively trifling. But 
it has done more: it has, in a cer- 
tain number of cases, destroyed the 
connection of the parts, dammed up 
well-established channels, broken the 
equilibrium of the whole. Of what 
precisely has this work of dissociation 
consisted? 

The German exponents of the idea 
of “economic autarchy,” who were 
dreaming, before the war, of making 
the Reich self-contained, its supplies 
depending in no way on the rest of the 
world, were only translating into the 
language of theory one of the funda- 
mental characters of the structure of 
their country, namely, the spontaneous 
division of labor between the rural east 
and the industrial center and west of 
Germany. As far as mere outward 
signs go, the Oder might seem to 
divide the Empire into two entirely 
distinct economic worlds: on the left 
hand, the land of the big towns, the 
freehold of the industrial magnates; 
on the right, the Prussia of agrarian 
Junkers, the low-lying plain entirely 
devoted to the cultivation of the 
ground. But, dissimilar as they were, 
and by reason of their very dissimi- 
larity, each lived for the other and 
with the help of the other. Eastern 
and western Prussia, Pomerania, Pos- 
nania were the great granary of Berlin, 
of Saxony, even of Westphalia. West- 
ern industry, for many years, had 
become the only raison d’étre of the 
agricultural wealth of the east. Not 
only did the millions of workmen con- 
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a never saturated market, but from 
there did the huge landed estates of the 
east draw their machines, their potash, 
their chemical manures; Prussian agri- 
culture had become intensified, indus- 
trialized under the same impulse and 
after the same model. Both had 
thriven alongside each other, under the 
influence of a common stimulus. By 
breaking up the agricultural land of 
the east, by dividing it between the 
new Germany and the new-born Po- 
land, the Versailles Treaty has de- 
stroyed this solidarity. 

Though dealing with less extensive 
interests, the way in which the Treaty 
has sundered, in the west, the Lorraine 
and Saar metallurgical group from the 
Ruhr basin, has none the less smashed 
another vital piece of the German 
economic organization. As everybody 
knows, Germany, by the Frankfurt 
Treaty, had secured for herself in 1871 
the possession of the iron-ore deposits 
which were then considered the richest . 
and the only ones that could be used. \ 
Ever since that time, it had been a 
deliberate policy to work this metallur- 
gical wealth in close conjunction with 
the coal wealth of the Ruhr. With 
but few exceptions, the steelworks 
erected on the Lorraine iron ore had 
been started by Westphalian manu- 
facturers in order to supplement their 
Westphalian plant. With an output 


of pig iron, half-finished products and ~. 
rolled material, they were mostly en- | ae 


gaged in supplying the engineering and 
finishing works of the Ruhr. The 
Ruhr was their market. On the other 
hand, the Lorraine and Saar iron and 7 
steel industry could not have worked ais 
without the coking coal and the coke . a 
of Westphalia. Thus had an intimate 
connection, both industrial, com- 
mercial and financial, been developed 
between the two districts by the nature 
of things and the will of men. The 


gregated around its factories provide - handing back of Lorraine to France, 
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the setting up of the Saar territory 
have dislocated this system. 

At the same time, the loss of the 
Alsace desposits was upsetting the 
conditions of another German indus- 
try, and a most important one: the 
potash industry. A few years before 
the war, the discovery of those de- 
posits had come as a threat to the 
monopoly hitherto held over the world 
market by the Thuringian operators. 
The danger had been averted through 
the organizing of an official compulsory 
trust. The share to be produced by 
Alsace had been strictly rationed, in 
compliance with the interests of the 
Thuringian center. The Kalisyndi- 
cate, where the industry of central 
Germany held a controlling vote, had 
taken in hand the whole policy, regu- 
lating production, allotting the amount 
of sales, fixing prices. At present 
Thuringia alone remains under its 
control. The Alsatian field, having 
become French, has recovered its 
autonomy. Competition has taken 
the place of codperation. French 
potash and German potash are at war 
on the world market. When losing 
its hegemony, the German potash 
industry has most certainly lost one of 
the essential conditions of its pros- 
perity. 

Those are the chief pieces of the 
German economic machinery which 
the Versailles Treaty has twisted and 
put out of gear. They were too impor- 
tant for the effect of their disadjust- 
ment not to be felt as well outside the 
new frontiers of the Reich. In spite 
of all the precautions taken by the 
Peace Treaty, German bad will has 
been able, for instance, seriously to 
hinder the coke supply of the Lorraine 
iron and steel industry. Again, even 
though it has been possible for the 
Alsace potash field, through the free- 
dom that has been restored to it, to 


work on a more extensive scale, Ger- . 


man competition has been so keen as 
to make its situation pretty awkward 
at times. 

In Austria-Hungary—-Even more 
than the dismembering of Germany, 
the destruction of Austria-Hungary 
was bound to disturb the general 
economy of Europe. 

A paradox of political architecture, 
the Dual Monarchy was all the same 
a homogeneous well-devised economic 
fabric. Its political function in the 
Europe of old essentially was, through 
wonders of internal diplomacy, to keep 
in comparative peace and in an ever- 
threatened state of equilibrium a chaos 
of rival inter-locking nationalities. 
Such a miracle, one is entitled to as- 
sume, it would not have performed so 
long, were it not that it met an eco- 
nomic requirement. Contrasting with 
its political complexity, the simplicity 
of its economic build strikes one at 
first sight. Two groups of territories, 
an industrial one in the west, an agri- 
cultural one in the east, supplemented 
each other within its boundaries. 
Most of the industries in Bohemia, 
Moravia, Austria and Styria found 
both their natural outlets and their 
supplies of raw materials in Hungary, 
Galicia, Bosnia and Herzegovina; con- 
versely, the industrial centers of the 
west were the chief markets of Hun- 
garian corps, Galician oil and Galician 
pigs, Carpathian and Transylvanian 
timber. Inside each. group, again, the 
different provinces had become united 
by close ties. The Czech textile 
industry, for instance, used to work up 
the raw material supplied by Vienna, 
which in its turn sold the manufactured 
article; from Hungary, Galicia would 
buy the wheat and flour she lacked. 
A continual process of mutual ex- 
changes, made easy by the fact that 
there were no customs barriers, made a 
living unit out of this conglomerate of 
rival, ill-assorted nationalities. 
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Their unity found its expression in 
the preponderance of Vienna, not 
unchallenged indeed as a_ political 
capital, unchallangeable as an eco- 
nomic capital. A town of two million 
inhabitants, a big railway junction, 
a stage in the Danube navigation, 
Vienna was one of the chief European 
markets, a distributing center admi- 
rably located on the fringe of the 
Balkan world. Its radius of action 
stretched as far as Salonika and Con- 
stanza. Its old banking experience 
made it the financial regulator of the 
whole economic movement in South- 
Eastern Europe. The break-up of the 
Dual Monarchy and the multiplica- 
tion of state boundaries henceforth 
prevent it from doing the duty for 
which its long specialization had per- 
fectly fitted it. From a center of 
life, it has thus been turned into a 
breeding-place of economic disease. 

The peace has done nothing but 
seal the destruction of the Austro- 
Hungarian State, which had become a 
political impossibility. It would have 
done wisely, no doubt, not to sunder 
ruthlessly the economic connections 
that had grown out of this long exist- 
ence. The solidarity of a system 
several centuries old cannot be dis- 
solved without every one of the mem- 
bers thus separated experiencing seri- 
ous disturbances. Every one of them, 
at this time, suffers from this brutal 
parting, and the whole of Europe 
unquestionably suffers along with 
them. In order to reconstruct, it will 
be necessary again to make into one 
economic body what has been dis- 
membered politically. 

In Poland.—It is a re-jointing of 
this kind which the makers of the Peace 
Treaty seem to have achieved on the 
borders of the Eastern world. By 
resuscitating the Polish State, one 
would say at first sight that they have 
called to life a perfectly sound eco- 
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nomic organism. The union of what 
used to be Russian Poland, an indus- 
trial tract to which has been added the 
larger part of Upper Silesia, with 
agricultural Posnania and Prussia and 
with Galicia which produces raw 
materials, makes up a unit which, one 
would think, contained within itself 
every possible element of equilibrium. 

But let us look back and ascertain 
what sort of life was that of the various 
parts of present-day Poland when they 
were separate. 

One fact strikes us at once, pregnant 
with ominous potentialities: the three 
essential components which at present 
make up the economic framework of 
the new state were, from the point of 
view of economics, with political and 
customs barriers between them, as 
strange to each other as any neighbors 
can well be. Each was deliberately 
turning its back on the others. 

The industry of Congress Poland, 
its main source of wealth, chiefly 
depended on the Russian market. 
From 1910 to 1912, the total exports 
of Congress Poland have been estima- 
ted at 1,800 million gold francs a year; 
of those polish exports, 90 per cent, 
that is to say, 1,600 million francs, 
went to Russia, 1,400 million of which 
consisted of manufactured articles. 
About the same time, the annual value 
of industrial production in Congress 
Poland was stated to be 2,800 million 
francs. Thus Russia alone took in 
more than one-half of the Polish 
industrial output. 

It was Germany, on the other hand, 
as already pointed out, which consumed 
the major part of the agricultural 
production of Greater Poland, i.e., 
Prussian Poland. Railway consign- 
ments have made it possible to calcu- 
late roughly the volume of business 
Posnanian agriculture used to carry on 
with the remainder of Germany. It 
is considerable. About 1907, in Pos- 
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nania, the excess of the sales over the 
purchases of cereals and milling prod- 
ucts amounted to 4,820,000 quintals. 
In 1900, the city of Berlin alone bought 
100,000 head of cattle and 747,000 
swine of the Posnanian breeders; 
Silesia, 42,000 cattle and 132,000 swine; 
Saxony (kingdom and province), 17,000 
cattle and 127,000 swine. Posnania 
exclusively worked for the German 
market, borrowing one single item from 
Russian Poland, to wit: agricultural 
labor. 

As regards trade relations between 
Russian Poland and Austrian Galicia, 
they were practically non-existent. 
In 1911, Galician sales in Russian 
Poland amounted to 65 million francs 
only, purchases to 64 million. The 
whole stream of Galician commercial 
activity was flowing towards the other 
Austrian provinces, Hungary and Ger- 
many. From Hungary alone, Galicia, 
whose agricultural production did not 
cover her own needs, had to get 2,500,- 
000 quintals of flour; the 250 to 300 
million francs’ worth of cloth she 
imported came from Bohemia, Aus- 
tria and Germany; to Germany and 
Austria, the hundreds of thousands 
of workmen went to work whom 
she exported every year in order to 
make good the deficit of her trade 
balance. 

Present-day Poland, therefore, is 
nothing but a juxtaposition of groups, 
ethically connected indeed, but which 
have been kept apart so long that they 
have become accustomed to live along 
divergent lines. Economically, she 
is a potentiality, not an actuality. 
In order to go on living in a normal 
way, it would have been necessary for 
each of the component parts to remain 
in close touch with its former associ- 
ates. As ill-luck would have it, on the 
contrary, Poland around her cradle has 
found nothing but inimical feelings. 
Is it to be wondered at, that, under 
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such circumstances, her rehabilitation, 
rather say her organization, should 
have proved so diffieult a task? 

The problems that are raised by the 
existence of rejuvenated Poland loom 
in a particularly anxious light when you 
ponder on the future that may be in 
store for Polish industry, the economic 
backbone of the new state. That 
industry used to thrive on her union 
with Russia, where one half of her 
production, as we have seen, found its 
outlet. Western Europe was com- 
pletely closed to it. Before the war, 
Germany bought of Russian Poland a 
mere 100 million francs’ worth of 
commodities a year, mostly agricul- 
tural produce, selling her in return over 
700 million worth: some raw materials 
and a large quantity of manufactured 
articles. 

Thus the office of Poland in the 
European economic system was a 
clearly-defined one: a market for Ger- 
man industry, she in her turn poured 
her own products into the empire of 
the Tsars. What profits she made in 
the Russian market, she spent buying 
in Germany. She was the main stage 
in the great commercial way leading 
from Western centers of production to 
Russian centers of consumption. That 
was her essential function. That is 
the function she is no longer able to 
fulfil at the present day. Revolution 
and anarchy have shut off the market 
on which she used to depend; they have 
dried up her chief source of income. 
The same blow has stopped the big 
commercial current that used to flow 
from Germany toward Kien and Mos- 
cow, no doubt for many years to come. 
Not a few European conferences will 
meet, in all likelihood, before it is re- 
established. The collapse of Russia 
has for many a long day done away 
with one of the essential elements of 
Polish life and of Central European 


prosperity. 
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CONCLUSION 


Such are the obstacles which the 
changes in political geography have 
thrown across the normal trade cur- 
rents with which the organization of 
pre-war Europe had made business 
men familiar. 

Were it not altogether useless to ply 
the authors of the Peace Treaty with 
retrospective criticism, one might say 
theirs has been a sin of omission rather 
than of commission. They have been 
anxious to set the people free and to 
found peace on right; the conscience of 
mankind would not have allowed them 
to do otherwise; there are times when 
it is proper to philosophize before liv- 
ing. Yet at the same time they have 
now and then omitted closing and dress- 
ing the wounds they had inflicted 
while carving into the European body. 
They might have kept some of the 
arteries where life-blood was circulat- 
ing more widely opened. They have 
done it in certain cases. Perhaps it 
would have been necessary to supple- 
ment the Treaties where the political 
status of the new Europe was being 


139 


laid down with a complete set of eco- 
nomic agreements. 

This duty, which has been almost 
entirely left over by them to their suc- 
cessors, the great Genoa Conference 
could have shouldered, and perhaps 
could have made a success of it. It 
could, by international arrangements 
with regard either to customs or traffic, 
have attempted to lower the gates that 
interfere with inter-European trade. 
Treaties of commerce, credit, labor, 
calculated to restore the equilibrium 
that has been destroyed, ought to have 
been prepared or even worked out 
within its precincts between the 
younger states and the older ones as 
well. Private international agreements 
could have been adumbrated there, in 
a friendly atmosphere, between pro- 
ducers of all sorts, so as to draw to- 
gether again the bonds that have been 
snapped by the war or by the treaties. 

We have good reason to think that 
such was indeed the reconstruction 
program of France, a modest one per- 
haps, but on positive lines. The Con- 
ference has chosen, instead, to strike 
a different path and stumble there. 
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The Indemnity for Reparations 


By Cuar.es GIDE 
Professor of Social Economics, Collége de France, Paris 


Translated by W. Rex Crawford, A. M., University of Pennsylvania 


ORALITY teaches us that, when 

we are disputing our rights with 

an adversary, the surest criterion, by 
which we may know whether we are 
right or wrong, is to put ourselves in 
his place! I have always striven, 
when I speak to my fellow-country- 
men, to persuade them to put them- 
selves in the place of the Germans, 
but, when I write for foreigners, I 
should like to invite them to put 
themselves in the place of the French. 
Now, I ask them to consider this. 
Let us set aside the question of political 
and social responsibilities for the war 
and consider nothing but the facts. 
During more than four years, France 
saw the richest part of her territory 
invaded and devastated to an extent 
that only those who have visited 
these regions after the war can realize. 
There are Germans who have seen 
these ruins and who, like our colleague, 
M. Adolf Miiller, professor of Codpera- 
tion at the University of Berlin, have 
not been afraid to confess publicly the 
shame which they felt at the sight. It 
is not, as has been claimed, a question 
of destruction inseparable from all 
military operations, such as that result- 
ing from bombardments: it is a 
question of systematic acts of destruc- 
tion, organized in accordance with a 
deliberate plan, directed by technicians, 
in conformity with official instructions, 
which have been found and published: 
mine-shafts filled in and flooded; 
factories all of whose portable parts 
were carried away to be set up again 
in Germany; all the models of manu- 
factures carefully removed; all the 


cattle and agricultural machinery also; 
all the fruit trees, yes, the innocent 
apple, peach, and plum trees, cut 
down—altogether an admirable piece 
of work, considered as satanic work, 
executed with the sole end of killing 
French industry and agriculture for 
ten years, and which has attained its 
object perfectly. 

The Germans, contrary to their 
expectations, lost the war. And do 
you know why, in November, 1918, 
they hastened to accept the capitula- 
tion? Because they wished at any 
cost to prevent the entrance of the 
allied armies into their territory, be- 
cause they feared, and not without 
reason, that they would in their turn 
have to submit to the same sort of 
ravages which they had committed 
against us! 

On the morrow of the victory, what 
was demanded of them? I am not 
speaking of the political clauses of the 
treaty of Versailles, which may give 
ground for just criticism; I have here to 
speak only of the reparations. Was any 
claim laid to a penal indemnity, such 
as that which the Germans inflicted on 
France in 1871, requiring an indemnity 
of 5 billion francs, whereas their war 
expenses had not exceeded 1,500 to 
1,600 million francs, thus realizing a 
gain of 3,500 million, or a profit of 230 
per cent? By no means. Were they 
even asked for the reimbursement of 
the expenses in the war? Nat even 
that, because it was recognized that 
they were so enormous that it would 
be impossible for Germany to pay 
them. The victorious countries limited 


140 


| 

| 

| 
a 
7 | 

j 


Tue Inpemnity For Reparations 141 


themselves to demanding reimburse- 
ment for damage to property and 
persons. 

Supposing then that Germany should 
pay the entire 132 billion gold marks, 
the figure at which, after successive 
reductions, the amount of the indem- 
nity has been fixed (of which 52 per 
cent is for France). France wou'd 
still remain charged with all the war 
expenses, a capital sum of 180 billion 
francs, plus say 10 billion francs an- 
nual interest, without counting the 
1,500,000 lives sacrificed, which are 
not included in the amount of the 
indemnity but which, however, rep- 
resent a considerable number of 
billions. 

These are the facts. And now we 
read in the German papers, and even 
many times in the papers of our friends 
(as, for example, from the pen of M. 
Morel, the secretary of the Union 
Democratic Contract, or from that of 
M. Nitti, the Italian ex-minister) that 
France is acting like a Shylock who 
wishes to cut a pound of flesh from the 
body of Germany, or like a Minotaur, 
that she has no other aim than to 
enrich herself at the expense of Ger- 
many, while condemning the latter and 
her children and grandchildren to 
perpetual hard labor. Or as_ the 
Berliner Tageblatt says, in more face- 
tious terms, that she demands “a fat 
pullet stuffed with truffles to take the 
place of a hen.”” How could even the 
least nationalistic Frenchman avoid 
a legitimate feeling of irritation? 

Let us nevertheless strive to avoid 
this irritation and examine in a spirit of 
moderation and justice the arguments 
which are opposed to the claims of 
France. I say of France, for, curiously 
enough, she is practically the only 
country to be taxed with injustice, that 
of her Allies being scarcely discussed. 
Doubtless her claim is the largest, but 
is that her fault? 


1. Is the Indemnity Legitimate?— 


There is first an argument of equity. 
Germany, it is said, owes nothing, be- 
cause it is not she that is responsible for 
the war; it is Russia, or even France. 
Article 221 of the Treaty of Versailles, 
which registers the confession of Ger- 
many’s responsibility, is an abominable 
lie, imposed upon the vanquished by 
force. It must be erased, and that 
article, which is the keystone of the 
arch of the Treaty, being suppressed, 
the whole Treaty collapses. 

But I think I should set aside that 
argument as not being pertinent. 

Yes, the incorporation in the Treaty 
of Versailles of article 221 is a shameful 
abuse of power, more injurious to the 
victor than to the vanquished, for, even 
supposing it were demonstrated that 
the responsibility was entirely Ger- 
many’s, justice no longer permits— 
since the mediaeval procedure and con- 
fession by torture have been abol- 
ished—forcing the guilty to declare 
himself guilty. But, supposing article 
221 suppressed, as I should like to see 
it, the other clauses of the Treaty, good 
or bad, and notably that relative to the 
indemnity, would not be at all de- 
stroyed by the omission. For it is not 
as a penalty that this indemnity is 
claimed. It is not even by virtue of 
the rights of war, although that is rec- 
ognized by the Germans first of all, in 
accordance with which, in war as in 
gaming, he who loses pays the stake. 
No, it is by virtue of that principle of 
civil right, proclaimed in the legisla- 
tion of all countries, that whoever has 
inflicted a loss by his act, even though 
it were not by his fault, must make 
it good. I do not think that any 
honest man in Germany can contest 
such a principle. It is then use- 
less to insist further upon this first 
point. 
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2. Is the Indemnity Exaggerated?— 


Reparation is thus due. But, it is 
said, the figure fixed is exaggerated, for 
in the first place it ought not to include 
the amount of the pensions, and, more- 
over, the amount of the material dam- 
ages has been given an unduly high 
valuation. I admit that these two 
objections are in part, at least, well 
grounded. 

So far as the war pensions are con- 
cerned, it is indisputable that they 
were excluded from the fourteen points 
of President Wilson, for they had in 
view only the losses suffered “by the 
civil population.” It is true that 
President Wilson changed this opin- 
ion, since he agreed, although not with- 
out acrimonious discussions, to sign 
the article of the Treaty of Versailles 
imposing the payment of the pensions. 

Nevertheless, the Germans having 
laid down their arms only upon the 
solemn promise made by all the Allies 
that the points of President Wilson 
should serve as a basis for the Treaty of 
Peace, it is my opinion that they are 
justified in maintaining that we did 
not have the right to revoke that con- 
cession, and that, consequently, the 
amount of the capitalized pensions is 
to be deducted from the total of the 
indemnity. Now, that is not a small 
matter, for they represent nearly two- 
thirds of that total, about eighty bil- 
lion gold marks! 

But, of course, France can consent 
to that deduction only on condition 
that all the Allies also consent to it. 
Now, for the Allies, England, the Do- 
minions, the United States, even Italy, 
it is just the pensions which constitute 
almost their whole claim upon Ger- 
many. Are they disposed to renounce 
it? It seems that they are not. 

If, by the suppression of the pen- 
sions, the amount of the indemnity is 
reduced to the reparation of material 


Tue ANNALS OF THE AMERICAN ACADEMY 


damage, then France and Belgium are 
left practically alone,' about nine- 
tenths for France, one-tenth for Bel- 
gium. The result would then be that 
France would scarcely lose by this re- 
nunciation, for it would assuredly be 
better for her to get 90 per cent of a 
realizable 50 billions, than 52 per cent 
of a problematical indemnity of 132 
billions. That is why the solution 
already recommended by Keynes, and 
which then roused the indignation of 
the French, would today be willingly 
accepted; and, according to the latest 
news, M. Poincaré himself seems to 
favor it now. 

There remains the question of mate- 
rial damages. Professor Keynes, in his 
celebrtaed book, declared that their 
valuation had been scandalously ex- 
aggerated, and, by a series of counter 
valuations, he reduces it to eighteen 
billion gold marks. We do not believe 
we will be suspected of partiality in 
this question, for we were the first, we 
believe, to point out the exaggeration 
of certain of these valuations, and Mr. 
Keynes even cited our evidence. But 
still the reduction made by our emi- 
nent colleague appears to us much ex- 
aggerated in the other direction. 

Indeed, the question is not to ascer- 
tain what was the value of the houses 
or factories destroyed, but rather what 
has been or will be the cost of recon- 
struction. Now, this cost has been 
tremendously increased, not only by 
the depreciation of the franc, but by 
the enormous disproportion between 
supply and demand, for building ma- 
terials as well as for labor. The entre- 
preneurs and the workmen themselves 
have cynically taken advantage of this 
situation. The result is that a house, 


‘Italy, too, and especially Serbia, have suf- 
fered enormous damages, but their claim would 
have to be made against Austria and Hungary. 
At any rate, a small part has been reserved for 
Italy in the claim upon Germany. 
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which at the time of its destruction was 
really worth from 15 to 20 thousand 
francs, has cost more than 100,000 
francs to rebuild. 

Nevertheless, it appears to us just to 
admit that the unduly large gains re- 
alized by these profiteers should not be 
charged to Germany, for they might 
have been avoided by simply accepting 
the proposition of Germany, namely, 
to leave the execution of the repara- 
tions in her hands. 

There would then be a further dim- 
inution to be made of the amount of 
reparations, but it is very difficult to 
calculate it. If we estimate the cost of 
reconstruction at 150 billion francs 
(80 are already paid), including the 
interest on advances already made or 
to be made, and if we deduct 20 per 
cent for unduly large profits, the figure 
would be reduced to 120 billion paper 
francs, or about 40 billion gold marks.” 


8. Is it Possible for Germany to Pay?— 


But, it is said, even reduced to this 
figure, the indemnity still exceeds Ger- 
many’s power of payment. And not 
only the German economists, but the 
most eminent economists of the other 
countries, like professors Keynes and 
Cassel, attempt to demonstrate this 
impossibility. 


*It is to be remarked, moreover, that it is 
impossible to know what will be the rate of ex- 
change between the gold mark and the paper 
franc six months from now, much less in 30 years! 
If, then, it is agreed today that Germany shall 
pay us 30 years from now 40 billion gold marks in 
payment of 150 billion francs expended, it may 
very well happen that in 10 or 20 years those 40 
billion marks will not represent more than 100,80 
or, even, if the franc rises to par, more than 50 
billion francs. And the state will nevertheless 
remain charged with a debt of 150 billion francs 
in capital, or 10 billions in interest, a debt which 
although contracted in paper francs will be none 
the less payable to the bond-holders in gold 
francs—unless the state decrees a lowering of the 
value of the franc, which will be equivalent to 
bankruptcy, 
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Before discussing this point, let us 
first make two preliminary remarks. 

The first is that such a reply in the 
mouth of Germans denotes in truth a 
certain candor. It amounts to say- 
ing: “The harm we have done is so 
great that it is not in our power to re- 
pair it.” I set fire to your house, but 
I declare that my fortune is insufficient 
to repair the damage, and I conclude: 
so much the worse for you, the better 
for me! 

A second remark is, that to affirm 
that it is impossible for Germany to re- 
pair the damage is to affirm a contrario 
that it is possible for France to do so. 
Indeed, it is not here a question of 
damage to come but of damage already 
done. How could it be said of a fact 
already past that it is impossible? 
The houses are burned, the factories 
destroyed, the mines flooded, the land 
ripped up. It might have been said, 
as in former wars: so much the worse 
for the victims, but France did not feel 
that she could abandon these victims 
to their fate. With a feeling of na- 
tional solidarity, which no one, I think, 
will dream of criticizing, the state said: 
I, and all Frenchmen, assume your 
losses, I will reimburse you. That is 
what it did. It has already paid half, 
by borrowing, not without difficulty, 
and at onerous rates; it will pay the 
rest in five or six years. And then it 
turns to Germany and says to her: 
“‘Reimburse me for the advances which 
I have made and am going to make.” 
And Germany replies: “It is impossible; 
we should be ruined.” But why 
should France be ruined rather than 
Germany? 

With this in mind, if we attack the 
question itself, it does not seem to us 
demonstrated that Germany is in- 
capable of paying, especially after the 
double reduction which we have just 
admitted, which would reduce the 
indemnity from 182 billion"gold marks 
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to 40 billion gold marks. Doubtless 
she could not do it immediately, nor 
even in the near future, but given 
thirty years, could she not pay an in- 
demnity which would not be, as it 
seems according to the figures, ten 
times, but at the most five or six times, 
that which France paid cheerfully in 
but three years (1872-75)? For it 
must not be forgotten that, even 
counted in gold, the monetary unit has 
lost much of its value in fifty years, 
and especially in recent years. 

The Germans reply that the war has 
impoverished them by despoiling them 
of the coal mines of the Sarre and of 
Silesia, the agricultural lands of East 
Prussia, their colonies, their shipping, 
etc. It is true, however, in spite of 
these losses, that Germany still has 
more coal than France. And as for 
the loss of the colonies (although I pro- 
tested long ago against their confisca- 
tion) it must not be believed that their 
loss has resulted in greatly impoverish- 
ing Germany, any more than in greatly 
enriching England and France. Ger- 
many still has a population more than 
half again as large as that of France, 
and this superiority grows yearly. 

Before declaring that Germany can- 
not pay, it would be necessary, at the 
very least, to prove that she has done 
all that is possible. 

There is an article in the Treaty of 
Versailles, the equity of which the Ger- 
mans themselves have not contested, 
which says that the budgetary charges 
of the Germans are to be at least equal 
to those of the country of the Entente 
in which they are heaviest. Now the 
budget of Germany for 1922 is about 
one hundred billion marks, while the 
budget of England is a billion pounds, 
and that of France twenty-five billion 
francs, or even thirty-five, counting 
the expenses of reparations. I am not 
ignorant of the fact that it is very diffi- 
cult to compare the budgetary charges 
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of two countries, and still more difficult 
to measure the real value, as borne by 
the tax-payer, of different monetary 
units. I know very well it would be 
absurd to take as a measure the outside 
exchange value of the mark and to con- 
clude from that that these one hundred 
billion marks represent only one billion 
francs or twenty-five billion pounds; 
nor even to take the value of the mark 
according to the index number, and 
consequently to divide the one hundred 
billion marks by the figure forty, which 
measures approximately at the present 
time (August, 1922) the rise of prices in 
Germany! Granted. But it may be 
affirmed that in whatever way we cal- 
culate the value of the mark and how- 
ever high a valuation we set upon it, 
the one hundred billion marks of the 
German budget are very far from rep- 
resenting an equal value, and an equal 
burden upon the tax-payer, to the one 
billion pounds for England, and the 
twenty-five or thirty-five billion francs 
for France—especially if we divide 
these figures, as should be done, by 
that of the respective population of 
each of the three countries. 

Without doubt, the problem of the 
payment of the indemnity is not merely 
fiscal. Should Germany bind herself 
to pay one thousand billion marks of 
taxes, it would be necessary to find the 
means of transforming these billions of 
paper marks into francs or dollars. 
It is precisely this difficulty, a purely 
economic question, which has led emi- 
nent economists, like Professor Cassel, 
to declare that the payment was impos- 
sible and that the only course was 
purely and simply to annul the debt— 
which means leaving the burden of the 
reparations on France. 

It is easily understood that this is a 
solution not much to the taste of the 
French—so much the less as they well 
know that the German economists, at 
the time when they were counting on 
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victory and were calculating the 
amount of the indemnity to be inflicted 
upon the Entente, had expressed a 
very different opinion. Professor 
Lansburgh wrote: “With appropriate 
financial methods, the payment of 
any war indemnity whatsoever is 
possible.” * 


4. Methods of Facilitating the Pay- 
ment.— 

It remains then to find the “appro- 
priate financial methods.” 

Certainly, we are not of those who 
expect to find them in the delivery of 
pledges, nor in coercive measures which 
could have no other effect than to ag- 
gravate the depreciation of the mark 
and prevent or retard the economic 
recovery of Germany. And, if I were 
the government, I should very will- 
ingly give up even the military occupa- 
tion of the Rhine, since the expenses of 
that occupation swallow up the better 
part of the payment of Germany—an 
occupation useless from a military 
point of view, I say, for it is to end in 
1935, I believe, and certainly it is not 
before that date that Germany will be 
able to think of a war of revenge. We 
are persuaded that, as our colleague, 
M. Jéze, notes, Germany will not pay 
unless she wishes to, but we hope that 
she will wish to. 

It would be necessary, then, on the 
contrary, to offer her every facility for 
the payment. 

In the first place, we should have 
accepted eagerly the offer which Ger- 
many made to undertake to recon- 
struct all that she had destroyed. 
That would have been not only the 
most economical solution, i.e., the 
least costly and the most expeditious 
(for if Germany had applied to the 
task of reconstruction the same scien- 
tific method as in her work of destruc- 

* Cited by Professor Rist in his authentic book 
on the finances of Germany during the war. 
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tion, I do not doubt that the work of 
reconstruction would be almost finished 
today) but, also, I should say, the 
most moral, for it would have been a 
great example, the first in the history 
of wars, to see a nation repair by its 
own means the harm it had done. 

Unfortunately, the French Govern- 
ment showed little inclination to ac- 
cept this solution, although it was 
warmly advocated by the Confédéra- 
tion Générale du Travail (Federation of 
Trade Unions), but it met in other 
quarters the violent opposition of in- 
dustrial workers and employers, anx- 
ious to reserve tothemselves the monop- 
oly of those gold mines which our 
devastated departments have been for 
them, and the government weakly 
yielded to these sordid interests. It 
must be recognized, at any rate, that 
there were certain practical difficulties 
in avoiding conflicts between the devas- 
tators of yesterday and their victims, 
and in making sure that the rebuilt 
houses were fully as good as those de- 
stroyed. Today the government rec- 
ognizes its error, but rather late, since 
the reconstruction is already half done 
and the remaining half already under 
way. Then it gets the singular idea of 
employing German labor, not now in 
the reconstruction of the devastated 
regions, but in the execution of great 
public works—bridges, canals, the in- 
stallation of hydro-electric plants! 
But it is not probable that the Ger- 
mans would apply themselves with 
much enthusiasm to a task which 
would consist in developing the indus- 
trial strength of France! 

A second way of facilitating the 
payments, and the most efficacious, 
since it is in the last analysis the only 
means by which one country can pay 
its debt to others, would be to accept 
German merchandise under the form of 
importations. But here the same op- 
position as before has arisen even more 
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formidably, for you can understand 
that the French industrial workers 
have been terrified by the prospect of 
seeing poured into France, during 
thirty years, one hundred to one hun- 
dred and fifty billion francs’ worth 
of German merchandise! Personally, 
from the point of view of the interests 
of the codperative societies and the con- 
sumers, we should rejoice at this inun- 
dation, but neither the United States 
nor England has the right to reproach 
the French Government for its opposi- 
tion, since they have both taken the 
same measure of protection against 
German importations, which they call 
dumping. 

The payment in capital, under the 
form of participation in industrial en- 
terprises, would also be an excellent 
mode of payment and one which would 
have the advantage of creating be- 
tween France and Germany a forced 
solidarity which, although limited to 
economic relations, might ultimately 
be extended to political relations. 
This mode of payment, at first forgot- 
ten, then set aside, returns today to 
the foreground. It could be very 
easily realized, at least in enterprises in 
the form of joint-stock societies, with- 
out expropriation of the present share- 
holders, but simply by the creation of 
new shares handed over to France. 
Doubtless the capital and dividend of 
these shares would have to be in gold 
marks, but France would thereby be- 
come interested in the recovery of the 
mark. 

By having recourse to these different 
methods of payment, the sum which 
would remain to be paid in gold marks 
would be substantially reduced and 
would probably not be above the capac- 
ity of Germany. 

Is it necessary to add that it would 
be still more greatly reduced if the 
United States and England would 
consent to abandon their claims on 
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France? In that case, the latter could 
in return consent (it might even be 
made a condition) to an equal reduc- 
tion of its claim on Germany, and that 
would be no small matter, about 
twenty-five billion gold marks! I 
must, however, recognize the fact that 
France would not accept this mode of 
compensation very willingly; public 
opinion in France would consider un- 
just that assimilation of claims so 
different in their origin; that claimed 
by the Allies to pay the expenses of 
a war waged in common, that claimed 
by France to replace her burned 
houses. France thought, perhaps 
naively, that the first of these claims 
could have been remitted to her with- 
out conditions and that, since all the 
Allies had given in common the blood 
of their sons, they might also have 
given in common their money. And 
that opinion is not only that of the 
French, but of eminent English and 
American economists, among whom it 
is enough to mention Professors 
Keynes and Taussig. But, since public 
opinion in the United States has not 
supported that view, it would be im- 
proper on our part toinsist. Let us say 
merely this: since the United States 
thinks it is perfectly within its rights in 
insisting upon their claims on France, 
why does it say that France is abusing 
her rights in demanding her claim upon 
Germany? 

In case this last reduction should be 
carried out, the amount of the indem- 
nity would be reduced to about twenty- 
five billion gold marks, as far as France 
is concerned, and perhaps four to five 
billions for the other Allies; now, re- 
duced to this figure, it could not be said 
that the indemnity exceeds the capac- 
ity of Germany to pay, for the latter 
had herself offered, after the armis- 
tice, a much larger sum. 

If the United States and England did 
not feel they could agree to such a re- 
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nunciation, they would still have a 
method of procedure less onerous for 
them; that would be to consent toa loan 
which would permit the reimburse- 
ment of France for the expenses of the 
reparation which she has had to make, 
while waiting for the recovery of Ger- 
many to enable her to repay in her turn 
this inter-allied loan. 

But, if neither of these contingencies 
is realized, which unfortunately seems 
probable, then we shall have to be 
satisfied with granting Germany the 
delay necessary to permit her to pass 
the present crisis. This, moreover, is 
what was foreseen by the Treaty of 
Versailles, when it gave her the right to 
pay off her debts by annuities for a long 
period of years, thirty years or even 
more. It is, indeed, a strange fashion 
of caricaturing that concession to pic- 
ture it as a policy aiming at the subjec- 
tion of Germany and a means of reduc- 
ing to slavery a generation of Germans 
still to be born! Such is, however, the 
language of many German journalists, 
and even English. 

And if, by reason of the fall in the 
value of the mark, the times set for 
payments, either by the Treaty or by 
later agreements, seem still too close, 
let the moratorium they ask for be 
granted, without pledges and without 
conditions, as the English Government 
advises, by giving credit to Germany. 

However, without approving the 
uncompromising attitude of the French 
Government on this point, it is easy to 
understand why it hesitates to grant 
moratoriums and long delays, and de- 
mands pledges. It is because France 
fears that by the time Germany has 
become rich enough to pay, she will 
have become at the same time strong 
enough to refuse to pay. And we can- 
not say that this fear is absolutely chi- 
merical. 

The surest guarantee which France 
could find against that dreadful contin- 
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gency, would be the admission of Ger- 
many into the League of Nations. 
For it is the latter which henceforth 
should become the guardian of the en- 
gagements undertaken by its members 
one to another. And the Reparations 
Commission should be replaced by a 
Commission chosen from the League of 
Nations, in which Germany would be 
represented. Unfortunately, France 
does not appear disposed to consent to 
that admission, nor Germany to ask 
it—and it must be recognized that the 
refusal of the United States to partici- 
pate in the League of Nations has en- 
couraged Germany to act as she has. 


ADDENDA 
Professor Bonn has been kind 


enough to send me his article,‘ as I also 
sent him mine, but I do not see much 
to add to my treatment, for our two 
treatments are in large measure par- 
allel and even do not disagree very 
seriously in regard to the criticism to be 
made of the Treaty of Versailles. 

Here, however, are some points upon 
which the arguments of my eminent 
colleague have not convinced me. 

1. Professor Bonn complains that 
the amount of the indemnity has been 
left indeterminate and not immediately 
fixed as was the indemnity imposed on 
France in 1871, in order to permit Ger- 
many to be free from all control as 
soon as she had paid. 

But if the amount of the indemnity 
imposed upon France in 1871 was fixed 
by the Treaty it is because it was a 
question of a penal indemnity! Now 
the indemnity demanded today of 
Germany is an indemnity for repara- 
tions, a reimbursement of the expenses 
of reconstruction. How could it have 
been fixed before knowing how much 
the expenses of reconstruction would 
be? Even to this day we are not en- 

* The article referred to appears in this vol- 
ume on p. 149. 
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tirely sure of them, since we have 
scarcely paid the half of them. So we 
said to Germany: “We do not know 
what will be the cost of the reparation 
of the damage which you have caused 
us, but we will demand of you only the 
repayment of the sum expended.” 
Is not that an act of good faith? 

2. Professor Bonn attempts to dem- 
onstrate that Germany is unable to pay 
as a consequence of the depreciation of 
the mark, but that this depreciation 
depends on causes independent of the 
will of Germany and largely due to the 
policy of the Allies. 

I do not deny that there is some 
truth in this argument. Nevertheless, 
it appears to me difficult to justify the 
German Government for its responsi- 
bility in the inflation which has brought 
in its train the fall of the mark. In- 
deed, at the present writing the issue 
reaches the figure of 376 billion marks, 
nearly all issued in the last two years— 
while France not only has not aug- 
mented her issue in the last two years, 
but has even slightly diminished it, re- 
ducing it from thirty-nine to thirty- 
seven billionfrancs. And, nevertheless, 
France has had to pay all the expenses 
of reconstruction, but she has payed 
them with internal loans and not with 
paper money. Why did not Germany 
do the same? 

8. Professor Bonn ends with this 
conclusion: “It may be too late,” 
which evidently means that there is no 
longer any hope of finding a financial 
solution which will permit France to be 
paid, and that consequently the whole 
of the damages which she herself has 
paid will remain a burden to her. 

That is a consoling conclusion for 
Germany but certainly not for France! 
It is, besides, very humiliating to the 
financial capacities of the two coun- 
tries, tantamount to an admission of 
impotence. I persist in believing that 
financial science has sufficient resources 


to solve this problem, but I willingly 
grant to M. Bonn, as I had already 
recognized in my article, “this cannot 
be done without creating an atmos- 
phere of confidence.” 

Without claiming myself to have 
arrived at that solution, it nevertheless 
seems to me that one might proceed 
as follows: 

1. The Reparation Commission will 
be dissolved and replaced by a financial 
commission appointed by the League 
of Nations, which will have as its func- 
tion to verify the account of the repara- 
tions already effected and to estimate 
what remains to be done. 

The total, once established, will be 
valued in dollars. 

2. Germany will have to devote one- 
third of her receipts to the payment 
of this debt and put it into the hands of 
the financial commission. 

These deliveries will naturally be 
made in paper marks and converted 
into dollars at the rate of the day. 
The payments will be credited on the 
amount of the debt, until the debt 
shall be entirely wiped out. 

The paying off of the debt, very slow 
at the beginning, will then be more and 
more rapid as the mark rises in value. 
If Germany wished to hasten it by add- 
ing to the stipulated payments others 
derived from loans, it goes without 
saying that she will have a perfect 
right to do so. 

3. The territories subject to military 
occupation will be evacuated and all 
those clauses of the Treaty will be 
abolished which hinder the economic 
recovery of Germany (including that 
justly objected to by M. Bonn—the 
non-reciprocity of the most-favored- 
nation clause). 

But, in return, Germany will enter 
the League of Nations and accept the 
sanctions provided for by the Treaty 
against nations in the League which 
fail to meet their engagements. 
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The Reparation Problem 


By Proressor M. J. Bonn 
Technical Advisor to the German Government 


I 


HE way in which the reparation 

question was settled in the Peace 
of Versailles is probably unique in the 
history of international finance. Ger- 
many had to bind herself to make good 
the havoc she had wrought upon her 
enemies. But the total amount of it— 
whatever it might be—was not fixed. 
She was forced to make good different 
categories of damages. And although 
the German people had laid down their 
arms on the clear understanding that 
only such damage was included as had 
been done to the civil populations, 
the cost of pensions and reparation al- 
lowance in all allied countries was in- 
cluded in this formula. This not only 
brought the total damage to a figure 
greatly surpassing the capacity of 
Germany for reparation payments, it 
reduced moreover considerably the 
percentual share France was to receive. 
But it did more than that. It con- 
vinced the German people that the 
declarations of the Allies concerning 
the sanctity of treaties were nothing 
but sanctimonious piffle which could 
easily be explained away by clever 
lawyers’ quibbles. The consent of 
President Wilson, against the well- 
reasoned arguments of his financial 
advisers, to the inclusion of war-pen- 
sions in the compensation bill, changed 
the demand for reparation into one 
of partial indemnity. It knocked, 
so to speak, the moral bottom out of 
the whole problem. The rebuilding 
of the devastated areas in France and 
Belgium could easily have been con- 
ceived by the new Germany as a 


149 


sacred moral obligation; the inclu- 
sion of pensions was considered a 
piece of mere financial extortion, 
brought about by a callous disregard 
for the solemn obligations on which 
the armistice was based. In this con- 
nection the acknowledgement drawn 
from Germany, by threats of a further 
invasion, that she alone was respon- 
sible for the war, has always been 
looked upon as an endeavor to give an 
artificial moral basis to immoral claims. 
Instead of convincing the Germans of 
their supposed iniquities, it has had 
quite the contrary psychological effect 
upon them—which might easily have 
been foreseen. 

In days gone by, whenever a big 
war indemnity had been paid, the re- 
ceiving country tried to make it worth 
while for the debtor country to liqui- 
date its debt as quickly as possible. 
The stupendous effort which France 
made in 1871 in paying five billion 
francs to Germany could never have 
been successful if Germany had not 
been willing to clear out of France as 
quickly as possible and to let France 
alone as soon as she had settled the 
account. The framers of the Peace of 
Versailles did not create such a favor- 
able psychological situation. They 
decreed that the whole of Germany’s 
financial obligation was to be fixed 
two years after the conclusion of peace. 
And as the different statesmen had 
told their people that the Germans 
were to make up all costs, the total 
sum to be fixed after two years was 
sure to be unreasonable. 

In the meantime Germany was to 
pay twenty billion gold marks within 
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two years. This was five times the 
amount victorious Germany had de- 
manded from France _ half-a-century 
earlier. Was Germany, after a four 
years’ war, really five times as wealthy 
as France had been in 1871? The 
twenty billions were merely a kind of 
hors d’oeuvre after which the real 
feast was to begin. An expert body, 
the Reparation Commission, in which 
the victorious states were represented, 
was to fix on May 1, 1921, the total 
further amount to which Germany 
was liable. There was a minimum 
below which Germany’s burden was 
not to fall: her taxation must be as 
heavy as that of the Allied country 
most heavily burdened by taxes. 
There was a maximum: her social and 
economic system was not to be de- 
stroyed by her carrying out her rep- 
aration duties. The treaty said noth- 
ing about the standards to be used for 
measuring the incidence of taxation 
or its influence on Germany’s social 
organization. And it wisely did not 
do so. For such a standard does not 
exist, or rather cannot be applied in 
our present European economic or- 
ganization, where statistics are rather 
unreliable. We have no real knowl- 
edge of the incomes of all the different 
countries and in the absence of this 
knowledge we cannot scientifically 
compare the relative burden of tax- 
ation falling upon their inhabitants. 
All comparative statistics in that di- 
rection are generally guesswork. Un- 
til the economics of the world are 
fairly stabilized, even the most careful 
statistical investigation will bring lit- 
tle reliable information. 

The postponement in fixing the 
total sum of Germany’s liabilities was 
like putting a premium on financial 
procrastination. If the twenty bil- 
lions were found easily and quickly, 
the conclusion forced on the Rep- 
aration Commission must be that Ger- 
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many was quite capable of bearing 
additional heavy burdens. If she 
could put down twenty billions within 
two years at a time when she was com- 
pletely exhausted, her capacity for 
future payments at a time when her 
economic life was once more normal, 
should be such as to satisfy the wildest 
dreams of avarice. When Bismarck 
took five billions from France he may 
have been wicked, but he was wise; 
when the Allied statesmen drew up the 
financial clauses of the Treaty of 
Versailles they may have been moral, 
but they certainly were not wise. 
They did not offer ransom to Germany 
by the payment of which she would 
be made safe and free. They framed 
the political clauses of the treaty, 
especially the clauses dealing with the 
occupation of the left bank of the 
Rhine, not with the view of making 
Germany pay as quickly as possible, 
but with the object of maintaining 
garrisons in Germany. 

And they made the payments to be 
made by Germany as irksome and as 
ineffectual as possible. Germany was 
feared as an industrial competitor. 
She was not allowed to sell goods as 
freely as possible and hand over the 
proceeds to the Allies. She was re- 
fused the most favored nation treat- 
ment, but she was forced to extend it 
to the Allies. She had to hand over 
her ships at a time when freights 
were high; all her assets in enemy 
countries were confiscated, and the 
German Government was forced to 
pay compensation to the owners. She 
had to give up her best rolling-stock, 
she had to make huge deliveries of 
coal at a time when there was a coal 
famine in Germany and the prices she 
was credited with were not the world- 
market prices. In fact, she was made 


to pay in capital goods and these capi- 
tal goods were valued far below the 
price they would have fetched if left 


|| 

| 


in German hands. The result was, 
that the total value paid to the Allies 
did not come to twenty billions, but 
only to about eight billions, although 
the loss to Germany far surpassed this 
sum. And only little of it went to 
reparations. Most of it was wasted 
on the armies of occupation. 

The Versailles Treaty entitled Ger- 
many to make an offer for a lump set- 
tlement within four months of the Rat- 
ification of Peace. This offer was 
never made. The German Govern- 
ment, knowing the real state of 
their resources well enough, could 
never have made an offer which would 
have tempted the Allies. They were 
afraid of making a proposal within 
the limits of their resources, as the 
Allies’ hopes had been pitched too 
high. They were willing to develop 
a scheme at Spa, but this Conference 
at Spa broke up without a serious dis- 
cussion of the financial problem. The 
Spa Conference, abortive as it was 
in that respect, saved, however, the 


European situation for some time to 
come, by providing Germany with 
considerable credits. These credits 
enabled Germany to weather the 
winter 1920-21 by financing imports, 
and helped her to maintain the course 
of foreign exchanges at a fairly reason- 
able level. 


II 


Immediately after signing the peace, 
the German exchange, which had of 
course fluctuated a great deal during 
the latter days of the war, began to go 
down rapidly. In January, 1920, the 
dollar cost about 100 marks (the par 
being 4.2). The causes of this fall 
were partly psychological, partly ma- 
terial. The knowledge of the eco- 
nomic conditions of the peace created 
deep depression in Germany. It 
seemed impossible that a country, the 
economic life of which was torn to 
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pieces by the terms of the treaty, could 
ever recover when burdened with an 
uncertain, but huge debt. Germany’s 
balance of commerce had always been 
adverse; but her balance of payment 
was favorable owing to her invest- 
ments abroad and the services of her 
mercantile marine. Now the great- 
est part of these investments had been 
confiscated, the ships were taken away; 
the demand for imports had risen 
enormously as the long continuation 
of the blockade had emptied the coun- 
try of all stores, whilst the loss of the 
iron-ore fields and the obligation to 
deliver increased the proportion of 
“necessary” imports and decreased 
the possible exports. The flight from 
the mark began. Frightened investors 
exported their capital to invest it in 
foreign securities, as there were few 
foreign securities in Germany and as 
the fear of confiscation hung over them. 
New heavy taxation was introduced 
whilst the social order, shaken by 
revolution, seemed anything but se- 
cure. The result was a strong de- 
mand for foreign currencies, which 
could not be stopped by legislation— 
especially as the occupied districts 
were practically not under the con- 
trol of the German authorities. After 
some time, however, the movement 
came to a standstill. Foreign spec- 
ulators, especially in America, took 
an interest in the mark when it had 
reached a deep level. Their purchases 
drove it up and as soon as the fall was 
arrested “panic buying” ceased and 
the exchange rose again. When the 
Spa agreement provided Germany 
with much needed credits, the ex- 
change was steadied for a long period 
at about sixty marks the dollar. 

During the whole time the German 
Government had been forced to pay 
its way by the issue of short termed Se 
Treasury Bills. Far-reaching reduc- eee 
tion of expenditure was impossible. 
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As Germany had just failed to go in 
for Bolshevism it was essential to 
prevent the spread of unemployment. 
Moreover, the demands for reparations 
excluded any retrenchment on a large 
scale. The revenue from taxation 
could not be increased quickly; long- 
term loans could not be _ placed; 
the only endeavor in this direction 
in the autumn of 1919 met with 
very scant success. Thus the gov- 
ernment had to sell Treasury Bills, 
a large quantity of which was sub- 
scribed for by the public. The rest 
was taken up by the Bank of Ger- 
many, which issued notes against 
them, thus increasing the note cir- 
culation considerably. The note cir- 
culation, which had risen from 2,303 
millions (January, 1914) to 19,444 
millions at the close of the war, had 
reached 35,698 million marks on De- 
cember 31, 1919 and 68,806 millions 
on December 31, 1920. Prices rose 
correspondingly. But it is character- 
istic that for a long time foreign ex- 
change rose very little, notwithstand- 
ing an ever increasing note issue, as 
the Spa loans and foreigners’ invest- 
ments in Germany temporarily re- 
stored the balance of payment. 
During this period a series of inter- 
national conferences (Brussels, Paris, 
London) vainly tried to bring about 
an agreement as to the total sum of 
payments for which Germany was to 
assume liability. After the London 
Conference had failed and the Repara- 
tion Committee had hurriedly toted 
up the bill as it was bound to do by 
the treaty, Germany was presented 
with an ultimatum demanding from 
her a payment of a capital sum of 
182 billion gold marks. This ulti- 
matum was accepted by Germany 
under pressure on May 10, 1921, not 
because she thought it bearable, but 
because the only way to demonstrate 
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the impossibility of these demands was 
to endeavor to comply with them. 
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The 132 billion gold marks (33 billion 
dollars) represented a capital on which 
5 per cent interest and one per cent 
sinking fund were due. These an- 
nual payments would thus have come 
to 7,920 million gold marks. This 
annuity could only be paid by the 
export of German goods. Now Ger- 
man export trade had never been 
more than 10 billion gold marks; 
even in the best year the reparation 
would have taken up 80 per cent of 
the total exports. As it was, German 
exports after the war did not rise to 
more than 4 billions, or to half the 
amount needed for reparation alone. 
As imports were about 8 billion gold 
marks, there was a deficit of the trade 
balance without taking reparation 
into account. 

The Allies tried to make possible 
the London agreement by restricting 
for the time being Germany’s annual 
payments to about $8 billion gold 
marks. A fixed annuity of 2 billion 
gold marks was demanded and a 
variable annuity representing 26 per 
cent of the value of German exports 
was supposed to furnish a little more 
than another billion. At 6 per cent 
(one per cent sinking fund) these 3 
billions represented a capital value of 
50 billions. These fifty billions were 
issued to the Allies as bonds bearing 
5 per cent interest and one per cent 
sinking fund, 12 billions being called 
Series A, and 38 billions being called 
Series B; after them came Series C, 
consisting of 82 billions, payment of 
interest on which was due only after 
it had been established that the nec- 
essary means were really available. 
For the time being the annuity con- 
sisted of about 3 billion gold marks 
or 75 per cent of the total value of 
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German exports. But this was not 
all. The excess balance due from Ger- 
many to the Allies for the settlement 
of pre-war private debts came to about 
480 million gold marks a year. In- 
cluding some other items the total 
foreign payments expected from Ger- 
many came to nearly 4 billion gold 
marks a year, or very nearly the total 
amount of German exports. 

The bonds of Series A and B bearing 
5 per cent interest, were handed to 
the Allied Governments, who were 
supposed to be able to sell them at a 
good price. These hopes were greatly 
disappointed, for the general invest- 
ing public realized that these bonds 
were not good investments, as the 
debtor himself had loudly protested 
his inability to shoulder the burden 
placed upon him. 

The gloomy predictions of Germany 
were soon borne out. The first bil- 
lion was paid within the stated period, 
but with the result that the price of 
the dollar rose from 69.38 marks in 
May to 84.31 marks in August. 

After some minor fluctuations a 
catastrophal fall in the mark took 
place when the League of Nations 
handed Upper Silesia to the Poles. 
In November, 1921, the dollar cost 
263 marks. 

It became evident to the world at 
large that a country, whose whole bal- 
ance of payment is unfavorable, cannot 
_ pay an indemnity without an utter 
collapse of the exchange. But this 
was not acknowledged immediately. 
It was maintained by the advocates of 
the London settlement, that the break 
in the mark exchange was due to the 
over-issue of bank notes by the German 
Government. If expenditure were 
properly reduced and new taxation 
were levied, no new note issue need 
take place and no fall in the exchange 
need follow. These assumptions did 
not take into account the real facts 
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of the case. Important economies 
could not be effectuated, for after the 
heavy fall of the mark in the summer 
of 1921 the chief expenditure was no 
longer optional; it did not depend 
on the policy of the German Govern- 
ment; it was settled by the London 
Ultimatum. 

The total expenditure of the Reich 
for German purposes was about 90 
billion paper marks according to the 
estimates for 1922 (February). The 
total cost for reparations, etc., at the 
rate of 70 paper marks to one gold 
mark, (the dollar stood at that time at 
nearly 300 marks) was well over 250 
billions. The bulk of the 90 bilhons 
went to pay interest on the debt, 
pensions, etc., 25 billions consisted in 
taxes collected by the Central Govern- 
ment for the states; the amount of 
expenditure on which savings were 
possible was very inconsiderable. 
Even if the Reich had had no ex- 
penditure of its own, the payment 
of reparations claimed ever increasing 
sums when the mark went down. 
The only efficient economy was a re- 
duction of the reparation payments 
and that was possible only by means 
of a moratorium or a loan. 

Taxation on the other hand could 
not be increased automatically when- 
ever a fall of the mark exchange and 
a corresponding rise of prices increased 
expenditure. Some revenue no doubt 
increased automatically with the rise 
in prices, but many incomes—es- 
pecially those of the broad middle 
class—remained stationary, and really 
diminished, as far as purchasing power 
was concerned. An interior loan could 
not be issued, for, with a falling mark 
exchange, nobody was willing to sub- 
scribe to it. The only thing the govern- 
ment could do, was to levy sufficient 
new taxation to cover the deficit in 
the regular budget, whenever a fall 
in the mark had created a new deficit. 
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The bulk of the reparation payments 
had to be defrayed by the sale of 
Treasury Bills, for which the govern- 
ment received bank notes, and by 
the conversion of these bank notes in- 
to foreign currency. 

As the demand for marks was al- 
ways smaller than the demand for 
gold currency—German exports were 
four billion marks gold, imports have 
been valued at six to eight billions, 
to which three to four billions repa- 
ration payments have to be added— 
the fall in the mark was bound to con- 
tinue. Even the most drastic tax- 
ation could not have stopped it. The 
balance of payment can of course be 
influenced by drastic taxation, in so 
far as taxation reduces consumption, 
diminishing imports and increasing the 
available exportable surplus of home- 
made goods. To achieve this purpose 
Germany must have raised at least five 
to six billion gold marks in new taxes— 
this was about the deficit in the bal- 
ance of the payments. This equalled 
about 350 billion paper marks ad- 
ditional taxation and a corresponding 
reduction in consumption. This was 
far beyond the tax-bearing capacity 
of the German people, whose stand- 
ard of living, especially in the middle 
classes, was seriously reduced. 

It has been agreed that the fall in 
the mark brought a golden harvest 
to Germany by giving a lift to export 
trade. No doubt individuals made 
an extra profit in paper marks when 
they sold goods for $1000 and when, 
owing to a quick fall of the mark, they 
netted 300,000 marks when they had 
expected but 200,000 marks. But the 
country at large was not a gainer: as 
the total gold value of imports is 
about double the amount of exports, 
the country’s balance sheet really be- 
came more and more unfavorable. 
The total bulk of exports did not in- 


marks. But speculation became very 
rife. Whenever the mark went down, 
the home demand for goods rose rap- 
idly, people encroached upon their 
capital in order to lay in goods in the 
fear that prices might go on rising. 
Traders, speculators and _ investors 
competed with each other for the 
dollar; terrified over an impending 
future rise of the dollar, their com- 
petition drove it up in the present. 
At the same time, the break in the 
mark induced owners of marks abroad 
to cut their losses; new demands for 
marks did not arise; all forces com- 
bined to bring about a panic. On 
the other hand, whenever there was 
an upward movement of the mark, 
the buying of goods stopped at home 
and abroad, not because Germany can- 
not compete at a higher level of the 
mark, but because everybody marked 
time and awaited a further rise. 
Naturally the fall of the mark 
brought about a flight from the mark, 
for as the investors realized that an 
income in mark securities was bound 
to depreciate, they looked out for 
gold securities. There are only a few 
of them dealt with on the German Ex- 
change, and there is always a fear 
that these few may be sequestered by 
the German Government acting under 
orders from the Allied Governments. 
But there are many pound and dol- 
lar notes in Germany; they can be 
secreted successfully from the tax 
collector as well as from Allied con- 
fiscation. But they do not pay inter- 
est, thus depriving Germany of a 
source of income. Besides this, im- 
portant balances have been created 
abroad; they enable the German busi- 
ness world to carry on business abroad 
at a time when to get credit is difficult 
and dangerous. But as the income 
drawn from them rarely enters Ger- 
many, it neither improves the balance 


crease, nor did their value in gold Sof payment, nor does it add to the 
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country’s tax revenue. The Allies 
have often insisted on coercive meas- 
ures to make the flight from the mark 
impossible and to force back the capi- 
tal which has emigrated. There is 
only one way of bringing about this 
result: to do away with the necessity 
of fleeing from the mark by stopping 
its depreciation. 


IV 


It was clearly visible in October, 
1921, that the London settlement 
could not be carried out. An agree- 
ment had been concluded in Wiesbaden 
between Germany and France, facil- 
itating the delivery of goods as a 
means of payment, thus, as it was 
hoped, diminishing the demand for 
foreignexchange. This agreement had 
not borne fruit as it was not ratified 
for nearly a year. Even if it had been, 
it could not have prevented a crisis, 
for at the present time Germany’s 
productive capacity would not have 
been equal to the strain. The strain 
had to be lessened. 

One way of doing it was by issuing 
aloan. Germany made frantic efforts 
to obtain one. In November, 1921, 
the Bank of England plainly declared 
that such a loan was impossible as 
long as Germany’s reparation obli- 
gations had not been reduced to reason- 
able proportions. The avenue to a 
loan being closed, a moratorium was 
the only alternative left. Such a 
moratorium would leave France in 
the cold. She had had scarcely any rep- 
aration payments, for the ten billions 
wrenched from Germany had been 
frittered away on the up-keep of the 
Armies of Occupation. She had con- 
tracted a reparation debt of about 80 
billion paper francs. It would have 
been easy enough to defray interest 
and sinking fund on this debt from 
Germany’s payment—two billion gold 
marks are about five billion paper 


francs, but whilst everybody talked 
reparation, the money which might 
have been available for these purposes 
was frittered away. 

France realized, however, that the 
German situation was critical. In 
Cannes the foundations of a pro- 
visional moratorium were laid. 

Germany was to pay 720 million 
gold marks (this is the interest and 
the sinking fund on the A bonds) and 
1,450 million in kind. If the balance 
due to the Clearing Offices were added, 
this brought Germany’s total obli- 
gation to about 234 billions, a consider- 
able reduction on the London settle- 
ment, but, as events were to prove, 
far beyond Germany’s present strength. 
The Reparation Commission coupled 
the moratorium with demands for 
financial and currency reform to be 
carried out by Germany. 

It was hoped that the Genoa Confer- 
ence would bring a solution of the 
reparation problem. As France ob- 
jected to a discussion in Genoa and 
as most of the time was wasted in 
arguments with the Russians, no 
positive results were achieved. Nego- 
tiations between the German Govern- 
ment and the Reparation Commission 
were transferred to Paris, where the 
German Government engaged them- 
selves to carry out far-reaching finan- 
cial reforms: to cease the issue of 
Treasury Bills and of notes if a foreign 
loan were forthcoming within a reason- 
able time. Such a loan, the proceeds 
of which would have gone mostly to 
France and Belgium, would have 
diminished Germany’s foreign obli- 
gation pro tempore considerably. It 
would have greatly reduced her de- 
mand for foreign bills and thereby 
raised immediately the value of the 
mark; it would at the same time 
have reduced government expenditure 
and thus enabled her to balance the 
budget. 
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A Committee of Bankers met in 
Paris. They declared their belief that 
such a loan could be floated, provided 
a settlement of Germany’s total obli- 
gation was arrived at, and provided 
France desired such a settlement. But 
as France obstructed the committee, 
its conclusion was mainly negative. 

From that time the present Euro- 
pean crisis started. The sands were 
running out. The mark fell by leaps 
and bounds. Prices rose rapidly. 
Searcity of capital became visible. 
For as the level of prices and wages 
was rising at an ever increasing speed 
the working capital in the hands of 
industrialists was no longer sufficient. 

Credit was not elastic enough. 
The banks reduced accommodation to 
pure speculators—with the result that 
nearly all stock-exchange values crum- 
bled to pieces. Foreign credits were 
not available on account of the awful 
risks. Social unrest spread. 

The German Government asked for 
a complete moratorium, including a 
postponement of clearing office pay- 
ments. The French Government an- 
swered with a series of notes and 
speeches which created one panic after 
the other. 

It seemed for a moment that the 
London Conference might bring some 
relief. But as England refused to can- 
cel France’s debt to her, inasmuch as 
America did not mean to cancel the 
British debt, no fundamental solution 
was found. 

The Conference centered round the 
question, whether a further morato- 
rium granted to Germany was to be 
accompanied by financial control over 
German forests and German State 
Mines. 

From a constructive point of view 
this was an entirely futile discussion. 


What is needed, and needed quickly, is 
a complete cessation of all money pay- 
ments from Germany for the time 
being, to enable her to restore her cur- 
rency. 

But this cannot be done without 
creating an atmosphere of confidence. 
The bickerings which have been going 
on for the last month have completely 
shattered all confidence. The present 
fall of the mark is not due to the eco- 
nomic activities of the business world 
creating a panic, it is due to a series of 
panics made by politicians which in 
their turn are followed by frenzied eco- 
nomic activities of thoroughly fright- 
ened people. For the time being the 
reparation problem has become a 
purely political problem. Its solution 
can be approached only after some poli- 
ticians have learnt their lesson. It 
may then be too late. But if a solu- 
tion is still possible it can only be 
achieved in the following sequence,—1) 


restoration of confidence, politically,— 


2) a reasonable moratorium,—3) im- 
mediately after the moratorium has 
been granted negotiations for an in- 
terim loan ought to be started, the pro- 
ceeds of this interim loan to go mainly 
to France. The restoration of confi- 
dence, the moratorium and the interim 
loan will drive up the level of the mark. 
It will then be possible to prevent a 
further fall and to lay the foundation 
for definite settlement which will give 
due consideration to the legitimate 
neecs of France, without undermining 
the foundations of Germany and with 
it the stability of Europe. 

It may, however, be too late. The 
colossal dilettantism with which the 
reparation question has been dealt 
with since the armistice may have 
made solutions impossible which were 
clearly within the reach of mankind. 
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Transportation Conditions in Europe 
By Rosert Haas 


RANSPORTATION _ conditions 

in Europe at the present time 
have been very considerably influenced 
by the effects of the World War. 
One might even say that all the 
difficulties which have arisen, and 
which are still continuing to arise, 
are merely the natural consequences 
of the hostilities. 

It is true that considerable progress 
has been made in automobile and 
aerial transport, but, on the other 
hand, the effects of the war in the 
sphere of rail and water transport have 
been nothing but harmful. 


Rai_Lways 


It is true that a few lengths of rail- 
way line were possibly built here and 
there for exclusively military purposes, 
but this unimportant increase made no 
difference in the general state of 
development at which the European 
railway system had arrived in 1914. 
This development represented the 
sum of intense building activities 
which had lasted without interruption 
for over three-quarters of a century. 
The military railways built in France 
by the Americans, those laid in Russia 
by the Germans, and the connecting 
lines built by Italy on the Austrian 
frontier together make up a number of 
kilometres which would have seemed 
remarkable in the early stages of rail- 
way development; today they amount 
to only a very small fraction of the 
lines laid in time of peace. 

Military operations and retreats are 
always accompanied by destruction of 
means of communication, but in the 
last war technical preparations allowed 
of systematic destruction; the work of 
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reconstruction has thus been rendered 
particularly difficult, long and costly. 
In the case of the railway systems 
which were first captured and then 
abandoned, it has been necessary to 
relay the lines completely. 

To the damage caused by systematic 
destruction carried out in the course 
of retreats, we must add that result- 
ing from military operations strictly 
so-called. Artillery often selected as 
its objective railway junctions, large 
stations, bridges, etc., not only in the 
occupied areas, but also in the areas 
adjacent to those where military 
operations were being carried out. 

The direct material damage, al- 
though enormous, cannot however be 
compared in gravity with the indirect 
damage, if the general effects of the 
war on the means of communication 
can be so-called. Railways are a 
military instrument of prime impor- 
tance. In the last war they were ex- 
tended up to the very field of battle, 
and in the rear they were necessary 
for supplying material to industries 
which were producing munitions of 
war. They sustained the economic 
life of the country and assured its 
food supplies. It was inevitable that 
in keeping up this gigantic and un- 
ceasing effort for so many years the 
railways should deteriorate through 
the excessive overtaxing of all their 
resources, and especially of their 
rolling-stock. 

The wear and tear on rolling-stock 
must be attributed not so much to the 
intense use of it during the war (on 
certain systems it has been found that 
war traffic exceeded the peace traffic 
by fifty to one hundred per cent) as to 
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the inability to carry out repairs. As 
the rolling stock had been concentrated 
in the zone of operations, it was far dis- 
tant from its normal place of assembly 
near which the workshops were situ- 
ated. The latter, moreover, had been 
deprived of some of their workmen, 
so that they were unable to cope with 
such an entirely exceptional situation. 

Special mention should be made of 
the fact that, owing to the shortage of 
coal, engines were run on all sorts of 
fuel of inferior quality. 

Although the effects of the war are 
most evident in the case of rolling- 
stock, it is none the less true that 
equipment and plant also suffered from 
the abnormal conditions created by 
the war. It has been found that on 
certain lines the speed of trains had to 
be reduced because it was impossible 
to replace worn-out wooden ties. 
Further, in normal times, railway 
plant is constantly being improved 
and added to, and so enabled to meet 
the varying and growing requirements 
of transportation. Such improve- 
ments and additions were completely 
neglected during the war. 

Strictly material damages can be 
made good by a more or less con- 
siderable financial sacrifice. It is, 
indeed, a fact that in all cases countries 
have commenced to rebuild their rail- 
ways and their rolling-stock. Though 
it was true that immediately after the 
war the chief cause of the transporta- 
tion crisis was the fact that lines had 
been destroyed and that there was a 
shortage of rolling-stock, the same 
cannot be said today. Difficulties of 
a material nature have been overcome 
to a large extent. We may say that in 
certain countries the general condition 
of railway equipment is satisfactory. 

Apart from these material difficulties, 
there is the shortage of coal for rail- 
ways—a shortage which has seriously 
impeded regular operation. The coal 
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shortage has been caused in a general 
way by the diminution in production, 
partly as a direct result of the war, 
partly by reason of the introduction 
of the eight-hour day, and partly as a 
result of social troubles, strikes, etc., 
which have occurred in a great number 
of countries. At the present time, 
however, we think that we have 
reason to be optimistic, and to hope 
that the coal problem has already 
been solved so far as railways are con- 
cerned. Production has recommenced, 
and the same is true of export. 

Prices remain high compared to 
pre-war figures, but this circumstance 
is chiefly due to currency depreciation. 

Attention should be drawn to an- 
other conclusion of a general nature. 
The consumption of fuel per train 
kilometre has greatly increased. This 
increase is due to two causes: one, of 
a temporary nature, is the poor quality 
of the coal used; the other, which it 
may be predicted will prove permanent, 
is connected with the development of 
a characteristic feature in the technical 
progress of railways, which has received 
considerable impetus from the neces- 
sities of the war; that is to say, the 
increase in the weight of trains. 

In Europe before the war, as a re- 
sult of the abundant supply of labor 
and the facilities for obtaining supplies 
of fuel, it was possible to operate the 
railways with a large number of trains 
and small loads. In America, on the 
other hand, where more powerful 
engines were used, it was the practice 
to concentrate traffic in heavy trains. 
Experience has shown that the latter 
system is preferable from the point 
of view of the cost of operation. We 
might also mention the example set 
by the Americans in France, where 
they operated the lines leading to their 
ports of disembarkation according 
to their own methods. 


The increase in the weight of freight 
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trains may, therefore, be regarded as 
one of the valuable results of the war; 
this increase tends to lead to the same 
proportions as in America. It leads 
to reduction in freight rates, but in- 
volves the introduction of certain 
technical improvements; among others, 
the establishment of a continuous 
brake on freight trains. 

In all countries without exception, 
railway tariffs increased considerably 
during the war, and even more during 
the period immediately following it. 
During the long period of peace which 
preceded the war, a general and con- 
stant tendency to reduce railway 
tariffs had become apparent. Gen- 
erally speaking, this reduction did not 
apply to transportation rates; only 
certain classes of freight had the 
benefit of reduced tariffs, which, while 
lowering the average level of prices, 
largely developed traffic. 

This tendency was the expression of 
a sound economic idea, beneficial 
alike to the public and to the railways. 
If general expenditure increased on 
account of the inevitable development 
of plant and the increasing com- 
plexity of administration, gross ex- 
penditure on the other hand dimin- 
ished as a result of the constant 
progress made in technical matters, 
which allowed the employment of 
more powerful and more economic 
engines, of large capacity cars, and 
of improved equipment in general. 
Railway operation tended more and 
more to pass under the control of 
governments which were readily in- 
clined to make experiments in reducing 
rates, even without knowing before- 
hand what the results would be. 
Keen competition of producing coun- 
tries in the world’s markets had a 
certain influence, and led to an attempt 
to overcome the obstacle presented 
by customs’ duties by means of re- 
duced freight rates. 
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The present economic upheaval has 
not only checked these tendencies, 
but has also brought about a movement 
in the opposite direction, and led to an 
enormous increase in the cost of 
transportation. 

As a general rule the increase in rates 
begins with the abolition of existing 
facilities, the next step has been a 
systematic increase in rates strictly 
so-called; that is to say, all prices were 
raised on a fixed scale, or more often 
according to complicated rules—by 
applying different rates according to 
the distance and the means of trans- 
portation. As a general rule the pro- 
portion of increase was lowest in the 
case of the cheapest transportation. 
In certain countries the increases in 
the price of transportation have been 
less in the case of freight, the increase 
in the price of which had been the 
highest, such as coal or essential 
articles. The rate of increase varies 
from one country to another, and is 
naturally much greater in countries 
with a depreciated currency. 

We may say that a real increase in 
the cost of railway operation has oc- 
curred in countries as a result of the 
adoption of the eight-hour day, the 
falling off in the discipline of the staff 
and for other reasons. It may further 
be noted that a certain lapse of time 
always occurs between the appearances 
of the causes leading to a rise in prices 
and the increase in tariffs. It is natu- 
ral, indeed, that countries should 
feel unwilling, where the railways 
are operated by the state, to adopt, 
or where they are operated by private 
companies, to sanction increases in 
rates which they have reason to fear 
will react on the cost price of the 
necessities of life. This delay in 
raising rates has gravely imperiled 
the financial position of the companies. 
For this reason their annual balance- 
sheets show large deficits, which would 
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have been wholly or partially obviated 
if rates had at once been raised to meet 
the cost of operation. 

The increase in railway tariffs is 
only one of the aspects of the general 
rise in wages, the cost of raw material 
and of the depreciation of currency. 
It is necessary, however, to add that 
in the countries which have suffered 
least from the war a certain tendency 
to counteract further increases is al- 
ready becoming apparent in connection 
with transport. Since the level of 
transport rates, the price of goods and 
the cost of labor are all to a certain 
extent interdependent, it is clear that 
to escape from this vicious circle 
a beginning must be made with the 
first of these factors, which can be 
modified much more easily than the 
general conditions of production since 
it is the more intimately connected 
with the control of state finances. 
As for the financial situation of rail- 
ways, it may be mentioned that the 
net receipts on all systems without 
exception fell off during and after the 
war; this decline was not the result 
of inadequate receipts, but of the great 
increase in expenditure which the rise 
in tariffs had not followed sufficiently 
closely. Almost all administrations 
thus show an annual deficit, but these 
deficits are shown in very different 
figures in different countries. Certain 
countries calculate this deficit taking 
into account the charges connected 
with capital, others do not take this 
into account, and simply compare 
operating receipts and expenditure 
during one year. Heavy deficits are 
due primarily, as we have already 
pointed out, to the fact that tariffs 
were not raised in proportion to the 
increase in the cost of operating ex- 
penses. The confusion, indeed, ne- 
cessitated a larger number of em- 
ployees, but there were other still 
more noticeable causes, among others 


the eight-hour day, which led to an 
increase in the number of the staff, 
and it must be remembered that this 
happened at a time when wages were 
increasing much more rapidly than 
rates could be raised. The rise in the 
price of fuel has also considerably 
aggravated the financial position, but 
this factor is very insignificant com- 
pared to the problem of staff. If we 
consider that the expenditure on staff 
in an organization common to all 
European railways represents at the 
present time seventy to eighty per 
cent of the total working expenses, it 
will be easily understood how com- 
pletely the restoration of railway 
finances is bound up with the question 
of the number and remuneration of 
the staff. 

For all these reasons it is probable 
that great efforts and much time will 
be needed before we can return to the 
former balancing of revenue and ex- 
penditure. 


TRANSPORT BY WATER 


With regard to transport by water, 
conditions similar to those which we 
have just described have arisen in 
the countries which have been the 
scene of hostilities, particularly in the 
north of France. In these districts a 
great number of waterways have been 
seriously damaged. A large propor- 
tion of the craft available for inland 
water transport has been destroyed. 
In other countries, however, the water- 
ways have remained intact, and there 
has been no very considerable loss 
of tonnage. It is true that the upkeep 
of waterways has not always been 
carried out adequately, but we may 
say, nevertheless, that the problem 
of transportation with regard to in- 
land water transport, has not been 
influenced by the results of the war to 
the same extent as transport by rail. 
With the exception of a few very rare 
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cases, the damage caused to ports and 
canals did not impede traffic, and at 
present, unlike the case of railway 
rolling-stock, a surplus of tonnage for 
inland navigation already exists in 
certain places. 

The following conclusions of a 
general nature may be drawn from the 
present situation with regard to in- 
land navigation in European countries. 
Water transport has also been dis- 
organized by the war, but this dis- 
organization is due to damage resuit- 
ing from political and economic causes, 
such as new frontier lines, and only 
a very small part of it is due to ma- 
terial damage. 

From a technical point of view, 
inland navigation made no progress 
during the war; nevertheless, mention 
should be made of the tendency which 
many countries have shown to ex- 
tend their system of waterways, to 
improve and enlarge their ports, and 
to provide them with the necessary 
equipment. It would, however, be 
useless to expect immediate results 
from these expensive schemes, for 
unfavorable financial conditions will 
impede their carrying out. 

With regard to conditions of op- 
eration, it was to be expected that the 
price of water transport should in- 
crease much more rapidly than that 
of railway transport. Railways are 
almost everywhere administered or 
controlled by the state, and the govern- 
ments have prevented any larger in- 
crease in rates as long as possible. 

Navigation, on the other hand, is 
almost exclusively in the hands of 
private companies or undertakings; 
it therefore adapted itself immediately 
to the conditions both of the demand 
for transportation and the increase in 
freight charges. 

The result of this was that at certain 
periods the cost of transportation by 
water became much higher than that 
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of transportation by rail, but this 
circumstance must be regarded as only 
temporary. Freight rates have begun 
to decrease, and when the scale of 
prices becomes more and more stable, 
navigation will once more offer its 
services under more advantageous 
conditions, particularly for long dis- 
tance freights and goods which cannot 
pay high transportation rates. 

This opinion is only valid on the 
supposition that the railway admin- 
istrations in different countries will 
sooner or later return to a method of 
operation which is healthy and eco- 
nomic in the real sense of the word. 


GENERAL EFFECTS OF THE READJUST- 
MENT OF FrRoNtTIERS UNDER THE 
New Constitution or Europe 


The war has not only had these, so 
to speak, direct, and from a certain 
point of view, temporary, effects; the 
influence of new frontiers and the 
creation of new states, and the very 
principle of the reconstruction of 
Europe by the treaties of peace has 
been also of permanent importance 
where transportation conditions are 
concerned. 

It is well-known that the funda- 
mental principle on which the new 
territorial order of things was based 
was the principle of nationality. That 
is to say that when fixing the new 
frontiers the first consideration was 
the nationality of the inhabitants and 
the national sentiments of the popu- 
lation. 

This necessarily involves conse- 
quences harmful from an economic 
point of view; it has also been seen 
that in several cases economic unities 
have been dismembered, likewise the 
creation of new states by altering 
frontiers has led to new conditions 
from the point of view of railways. 
The most important territorial changes 
have made the existing international 
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stations useless, and have made it 
necessary to build new ones. Inter- 
national stations are complex organi- 
zations, the development of which 
generally requires a long period of 
years. It is necessary for them to 
be provided not only with railway 
equipment, properly so-called, but 
also with accommodation for customs, 
for sanitary inspection, for posts, 
for police, and to be subject to proper 
regulations. The giving up of the 
already existing international stations 
with a view to constructing new ones 
imposes a very severe burden on the 
states concerned. 

The number of international stations 
which have thus been transferred is 
very large. We need only mention 
that in the case of Austria alone, 
at least fifteen stations of this kind 
will have to be dealt with by new 
agreements. In Hungary, where transit 
traffic required fourteen international 
stations, forty-six are now necessary, 
most of which are not suitable for the 
purpose for which they are being used. 
Czecho-Slovakia needs thirty new in- 
ternational stations for its traffic with 
Austria and Hungary. It is not neces- 
sary to add these figures together, as 
each state considers that the joint sta- 
tion should belong to it, but in any case 
there is extremely urgent work to be 
carried out, and there are no funds with 
which to do it. 

The greater railways had followed 
routes which corresponded to the 
economic policy of the countries they 
traversed rather than to local topo- 
graphical and geographical conditions. 
Technical progress and the possibility 
of drawing on unlimited financial re- 
sources, made it unnecessary to re- 
strict the choice of routes. Thus, 
it became a simple matter to trans- 
form these lines into a political in- 
strument of prime importance by 
creating distinct currents of transport, 


even if this operation revealed the 
influence of considerations alien to 
natural economic conditions. The de- 
struction of certain political organi- 
zations, and the creation of others, 
inevitably diverted the currents of 
traffic from their original channels. 
Thus, the existing railways were likely 
to find themselves in the position of 
rivers suddenly deprived of the streams 
which feed them, while great masses 
of passengers and freight blocked lines 
which were not prepared to carry 
them. The most characteristic mani- 
festation of this phenomenon was in 
the part of Central Europe which 
formerly constituted the Austro-Hun- 
garian Empire. The Austro-Hun- 
garian railway system gave almost 
exclusive preference to lines running 
from north to south, which fell in with 
the plan to foster relations between 
the regions of Bohemia, Silesia and 
Galicia (which were rich both in 
agricultural and mineral products) 
with the almost completely non- 
productive alpine districts. Further- 
more, all the lines converged on the 
two capitals, so that communications 
from west to east were rare; it is true 
that this is the direction of the great 
Danube waterway, but the require- 
ments of modern transport are such 
that they can only partially be met 
by the use of waterways, all the more 
when such waterways are not yet 
supplied with adequate equipment. 
The new states, which lie chiefly 
from east to west, prefer lines running 
in that direction, and it remains to be 
seen if and to what extent these 
tendencies correspond with natural 
conditions which are really favorable 
to lines running from north to south, 
as these connect countries which 
differ in climate and _ production. 
There should be no doubt, however, 
that, pending a new organization in 
the future, the overthrow of the former 
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organization will increase the diffi- 
culties in exchanges. It is clear that 
only a consistent effort during many 
years can adapt the European railway 
system to the new political formations, 
especially as the work of reconstruction 
will be extremely slow. It is true that 
the newly formed states have very 
large programs for railway construc- 
tion to meet the requirements of the 
national policy adopted by each of 
these states, but the general economic 
position will prevent these schemes 
being carried out in the near future. 
We must therefore count rather on the 
effect of measures taken to utilize ex- 
isting lines and plant in spite of the 
difficulties in the way. 

Apart from these difficulties of an 
economic nature, we must also refer 
to a factor of a political character: 
the natural predominance, not only 
in the newly formed states, of the 
desire for a strictly national policy 
which is given preference over all 
other considerations, including the 
most important economic factors. In 
all European countries without ex- 
ception such tendencies have been 
noted during the war, to the detriment 
of the economic yield of the European 
transportation system. 


INTERNATIONAL ENDEAVORS TO RE- 
ORGANIZE ‘TRANSPORTATION IN 
EvuROPE 


These various factors would make 
the situation almost hopeless were it 
not for the fact that we can, at the 
same time, report attempts which have 
been made to meet the economic 
situation. The very difficulties which 
have been experienced have given rise 
to a consciousness on the part of the 
European States of the absolute ne- 
cessity to attempt at least to examine 
these problems from an _ impartial 
point of view, and to unite in seeking 
for a remedy. We therefore see that, 


little by little, although to an insuffi- 
cient extent at present, a series of 
international agreements have been 
concluded with a view to improving 
transportation conditions. It might 
be well to give a short summary of 
these various attempts in chrono- 
logical order: 


1.—Conference on Passports and Cus- 
toms Formalities 


With the object of removing as far 
as possible the difficulties impeding 
international passenger traffic, the 
Provisional Committee for Communi- 
cations and Transit of the League of 
Nations sent out invitations to a 
conference which was held in Paris 
from October 15 to 21, 1920. Twenty- 
two states were represented there. 
The conference dealt with questions 
of passports, customs formalities and 
through tickets. The most impor- 
tant measures which the governments 
were invited to adopt are the following: 


1. The establishment of a uniform type 
of passport for all countries; 

2. Passport to be valid for two years or, 
in exceptional cases, for one journey only; 

3. The fee charged shall not be of a 
fiscal character; 

4. Diplomatic passports will only be 
granted to persons falling within certain 
specified categories; 

5. Preliminary visas (i.e., visas granted 
by the authorities issuing the passport) 
will be abolished as far as possible; 

6. Exit visas will be abolished for all 
travelers except nationals; 

7. For passports issued for a single 
journey, the duration of validity of the 
visa will be the same as that of the pass- 
port; for passports issued for two years, 
the visas will be for one year, in all but 
exceptional cases; 

8. The maximum fee for a visa shall be 
ten gold francs; 

9. Transit visas will be issued at once, 
solely upon production of the entrance 
visa for the country of destination; 
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10. The duration of validity of a transit 
visa shall always be the same as that of 
the entrance visa of the country of des- 
tination; 

11. The maximum fee charged for a 
transit visa shall be one gold franc. 


Up to the present time various 
governments have considerably de- 
creased the formalities with regard to 
passports and customs. A _ certain 
number of governments have even 
suppressed visa formalities in the case 
of mutual traffic between their nation- 
als, and in certain cases the passport 
system has even been abolished. Cer- 
tain countries, particularly those situ- 
ated in Eastern Europe, at present 
find it impossible to make any con- 
siderable change in the system in 
force. A Conference of Succession 
States of the former Austro-Hun- 
garian Monarchy was convened at 
Gratz on January 18, 1922, with a 
view to considering the best means 
for applying the resolutions of the 
Paris Conference. 


(a) A uniform type of passport. Dur- 
ation of validity of the passport: one year 
at least, except in exceptional cases, when 
a passport is issued for a single journey. 

The fee charged for issue of passport 
shall not be of a fiscal character. 

(b) Preliminary visas shall only be 
insisted on in cases where the validity of 
the passport is subject to doubt. They 
will always be given free. 

(ce) Exit visas to be abolished. 

(d) Entrance visas shall be valid in 
principle for the same period as the dura- 
tion of the passport. The fee for an en- 
trance visa for a year shall be ten gold 
francs. 

(e) Transit visas shall be, as a general 
rule, issued without enquiry, and their 
validity shall be the same as that of the 
destination visa. The fee for a transit 
visa shall be one gold franc. 

These various decisions, and a number of 
other decisions of the same nature, have 
been the subject of a Convention between 
the Succession States. 
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2.—General Conference at Barcelona 

With a view to providing measures 
for insuring freedom of transit on all 
lines of communication, and guarantee- 
ing equality of treatment for passenger 
and freight traffic on waterways of 
international concern, a conference 
met at Barcelona on March 10, 1921, 
which was attended not only by a 
great number of states’ members of 
the League of Nations, but also by a 
certain number of countries which 
were not members of the League of 
Nations—in all forty-four states were 
represented there. Two important 
questions were the subject of inter- 
national conventions drawn up and 
concluded at the Conference of Bar- 
celona, namely, the question of traffic 
in transit, and the question of traffic 
on navigable waterways of inter- 
national concern. 

As is well known, the term “traffic 
in transit” is applied to persons or 
goods transported across the terri- 
tory of a state, although both their 
points of departure and destination 
lie outside that state. Such traffic 
stands in special need of international 
guarantees. For, in the case of the 
transport of goods intended for ex- 
portation or importation, a_ state 
which hinders or prevents the free 
passage of such traffic may indirectly 
retard the economic recovery of the 
world, and consequently injure the 
whole community of states; directly, 
however, it only injures either the 
exporting state, in so far as it hinders or 
prevents the transport of imported 
produce, or else the importing state, 
if, for example, the latter should re- 
quire raw material which the state 
itself exports, and which it would not 
allow to be transported across its terri- 
tory for the purpose of exportation. 
In the case of traffic in transit, on the 
other hand, any interruption or hin- 
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drance injures states which are third 
parties, both those which export and 
those which import the goods, the 
free passage of which is interrupted. 
Such an interruption gives rise inevi- 
tably to reprisals and counter-measures 
being taken, the effects of which it is 
impossible to limit. 

The object, therefore, of the Inter- 
national Convention of Barcelona on 
Freedom of Transit is to prevent such 
interruptions or hindrances from tak- 
ing place. To that end, it establishes— 
subject to legitimate reservations with 
regard to police measures, national 
security, etc., and subject to the 
necessity of complying with local 
conditions in the various parts of the 
world—complete freedom of transit. 
Equality, in this sphere, as in many 
others, is an essential condition of 
freedom. Without equality of treat- 
ment the current of traffic would be 
subject to onerous conditions and 
would be automatically held up owing 
to the natural effects of commercial 
competition. 

On the other hand, once this freedom 
and this equality are admitted, inter- 
national commercial competition will 
be able to continue unchecked, and 
traffic in transit will enjoy species of 
immunity which would be to the’ ad- 
vantage of all parties. 

The same principles of freedom and 
equality which, in the case of rail or 
water-borne traffic in general, are only 
applied to traffic in transit, are, on the 
other hand, in the special case of goods 
transported on waterways of inter- 
national concern, applied to every 
category of transports, including im- 
ports and exports and internal traffic. 
The Barcelona Convention regarding 
the international régime of navigable 
waterways laid down exact rules for 
navigation on these waterways. The 


term “waterways of international con- 
cern” is applied to waterways accessi- 
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ble to ordinary commercial navigation 
and providing more than one state 
with an outlet to the sea. Such water- 
ways have long been the subject of 
general or private international agree- 
ments. More than a century ago the 
French Republic had already pro- 
claimed the complete freedom of 
navigation and the equality of flags on 
these waterways, which at that time 
were called “international waterways.” 
The Congress of Vienna had already 
attempted to draw up measures in 
order to apply these principles which, 
as a matter of fact, governed the 
regulation of navigation during the 
nineteenth century on the great Eu- 
ropean international waterways, such 
as the Rhine and the Danube, as well 
as on the great African rivers. The 
necessity for international codperation, 
in order to utilize in a rational manner 
these great traffic routes, is obvious. 
A state traversed by such a waterway 
could not monopolize it for its own 
benefit without injuring itself, as the 
other riparian states would exercise 
their monopoly in the same way. 
States situated up-stream on great 
international rivers, would suffer par- 
ticularly from this lack of liberty, 
especially states deprived of an outlet 
to the sea. For the latter, freedom of 
navigation on waterways of interna- 
tional concern is only another way of 
stating their right to have free access 
to the sea. It must be admitted that 
the new map of Europe, as it appears 
since the conclusion of the different 
treaties of peace, contains quite a 
considerable number of states land- 
locked or partly so (in this respect 
by states partly land-locked we mean 
states whose access to the sea is in- 
sufficient in proportion to their area 
and their importance). When we 
carefully examine the new map of 
Europe we see the vital interest that 
the conclusion of conventions on 
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freedom of transit and on the régime 
of waterways of international concern 
presents for the above-mentioned class 
of states. 

Had the Barcelona Conference de- 
sired to confine itself to the general 
lines of its program, it would, strictly 
speaking, have been entitled to deal 
only with waterways of international 
concern, without touching upon the 
general régime of transport on other 
waterways. 

As, however, a certain number of 
states showed themselves to be ready 
to accept at once, but subject to rec- 
iprocity, certain obligations affecting 
all their waterways, and not only 
waterways of international concern, 
an additional Protocol was drawn up 
to which certain states have already 
adhered; this will enable freedom 
of communications on waterways 
throughout the world to be developed 
gradually, and by a simple procedure 
whenever the states shall so desire. 

The necessary number of rati- 
fications having been received on 
August 2, 1922, the convention on 
freedom of transit and the convention 
on the régime of waterways on inter- 
national concern will come into force 
from October 31, 1922. In addition 
to these conventions, the Barcelona 
Conference also adopted a recom- 
mendation concerning a statute for 
ports placed under an international 
régime, anda series of recommendations 
with regard to the régime of railways. 


38—The Conference of Porto Rosa 


With a view to settling a certain 
number of questions concerning com- 
munications and transportation, and 
facilitating economic changes, a Con- 
ference of the Succession States of 
the former Austro-Hungarian Mon- 
archy, at which representatives of 
Great Britain and France were present 
with equal powers, met at Porto Rosa 
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in October, 1921. In view of the 
difficulties of a political nature which 
arose at the very moment when the 
conference was meeting, it is all the 
more striking and all the more in- 
teresting that remarkable results were 
achieved. The results of the confer- 
ence may be summarized as follows: 


1. Postal and telegraphic convention, 
particularly dealing with the reduction on 
the general tariff of the postal unit between 
Succession States in the case of postal 
orders, ete. 

2. Convention on railway traffic fixing 
the principles of coéperation in the case 
of direct services, and the opening of 
frontier stations, etc. 

8. Decision with regard to the immedi- 
ate provisional allocation of Austro-Hun- 
garian rolling-stock not yet allocated be- 
tween Succession States, and therefore 
immobilized. 

This decision is of considerable prac- 
tical importance for the resumption of 
traffic between these states. 


4.—Transport Commission of the Genoa 
Conference 

The International Economic Con- 
ference which was held at Genoa in 
April and May, 1922, likewise dealt 
with transportation problems in Eu- 
rope. In the resolution adopted by 
thé conference a desire is expressed 
that European States should continue 
to devote theif unremitting efforts to 
the restoration of all means of trans- 
port at their disposal and to the re- 
moval of every obstacle affecting 
international communications, since 
efficient transport is an essential re- 
quisite for the revival of European 
trade. It is also essential that the 
conditions of international transport 
should be determined solely by com- 
mercial and technical considerations: 


Resolution 1 


All European States should maintain 
their efforts to restore or improve the 
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organization of their railways, their ports 
and their maritime and fluvial means of 
communication. If these railways, ports 
or means of communication are not in a 
satisfactory condition, and if the state con- 
cerned has not at its disposal the necessary 
resources to secure their restoration, steps 
should be taken without delay to procure 
for it the necessary assistance. 


It is desirable that all European 
States, signatories of the conventions 
concluded at Barcelona, should ratify 
these conventions as soon as possible 
if they have not already done so, and 
that the European States which are 
neither signatories of these conventions 
nor parties thereto should put their 
provisions into operation without delay. 

The European States represented 
at Genoa deem it desirable that the 
conventions relating to ports and 
railways contemplated by the treaties 
of peace should be prepared and put 
into operation as soon as possible. It 
is also laid down as desirable that the 
competent technical organizations of 
the League of Nations, with the ad- 
dition of one representative of any 
state which is not a member of the 
League, in cases in which such state 
may be interested, should examine 
from time to time the progress achieved 
in carrying into effect the above pro- 
visions, and that they should summon 
to this end, with the consent of the 
states concerned, special conferences 
of experts. 

The resolution of the Genoa Confer- 
ence also provides for the convening 
of a conference of technical representa- 
tives of all the railway administrations 
of Europe and other countries inter- 
ested, in Paris, so that all possible 
steps may be taken without delay to 
reéstablish international traffic, under 
conditions at least as satisfactory as 
those existing before the war. The 
purpose of this conference, therefore, 
is that the railway administrations 
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should immediately take all steps in 
their power, and that their repre- 
sentatives should agree on the propos- 
als to be submitted to their respective 
governments in respect of such further 
action as may require governmental 
intervention. 

Among the principle items on the 
agenda of this conference should be 
the question of through tariffs, and 
the mitigation of the impediments to 
international transport occasioned by 
exchange fluctuations. 

We have very briefly summed up 
the various attempts which have been 
made by European States to improve 
transportation conditions. This short 
summary clearly shows the tremendous 
difficulties which stand in the way of 
the achievement of this improvement, 
and yet the only way for European 
States through their difficulties to safety 
is that of international codperation. 

We may perhaps hope that a day 
will come in the distant future when 
the problems of transportation be- 
tween different European States will 
be similar to those of traffic between 
the different states of a country like 
the United States of America. Then, 
and such is the conclusion arrived at 
by this enquiry, the material diffi- 
culties, which are much less serious 
than those resulting from the dis- 
persal and lack of codrdination of 
activities, will soon disappear. In 
spite of the pessimism that might 
arise, were we only to examine the pres- 
ent European situation, we must still 
remain optimistic to a certain extent, 
and we must pay a tribute to the at- 
tempts which have been made towards 
international organization in Europe, 
which are certainly very insignifi- 
cant compared to what has been long 
since achieved in America, but which 
are, nevertheless, the initial steps in a 
movement, the force behind which will 
perhaps be revealed by future events. 
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Reconstruction in the Cotton Trade 


By Joun A. Topp, M.A. 


Lecturer in Economics, Balliol College, Oxford, Author of The World's Cotton Crops, 
Statistician to the World’s Cotton Conference, 1921 


HE problem of reconstruction in 

the cotton trade is, in the writer’s 
view, fundamentally a question of the 
supply of raw material, rather than 
of manufacturing capacity, or of the 
world’s desire to consume, or power to 
pay for the goods. As will be seen 
from the tables annexed, the world’s 
active spindleage today is substan- 
tially above pre-war figures, even 
after deducting the spindles in coun- 
tries such as Russia, which are for 
the time being entirely out of com- 
mission; and the actual consumption 
of all kinds of cotton during the past 
season has been at the rate of 92.5 per 
cent of pre-war figures (1912-13), 
while the world’s crops for 1921 were 
only about 70 per cent of those of 
1912. 

The problem of the raw material 
supply is not a new one in the cotton 
trade. As early as the beginning of 
the century those who took a long 
view of world conditions had become 
seriously alarmed about the prospects 
of supply in the future. The world’s 
crops were increasing at a fairly rapid 
rate, but the potential demand for 
cotton was increasing still faster, and 
it was felt that the time might not be 
far distant when the point of actual 
scarcity would arrive. By 1914, this 
feeling had been considerably in- 
tensified on account of the development 
of the situation in the American 
Cotton Belt. Owing to the rising 
cost of production, particularly the 
increased labor cost, many of the 
planters were finding it difficult to 
make ends meet, especially in those 
years when, owing to a_ bountiful 


crop, prices were inclined to sag. As 
the ‘possibility of diversification was 
increasing, even in those parts of the 
Belt which hitherto possessed no 
other money crop but cotton, the 
compulsion to grow cotton was less- 
ened, with the result that cotton 
prices had developed a peculiar cycle. 
A big crop meant a lower price, which 
was promptly followed by a curtail- 
ment of the acreage in the following 
year. Other things being equal, this 
meant a short crop and a rise in price 
again. This state of afiairs was un- 
questionably bad for everyone con- 
cerned. The manufacturers and users 
of cotton had no sooner got accus- 
tomed to what they regarded as a 
reasonable level of prices, which en- 
abled them to increase their output 
and spread their connections, when 
the rise of price checked business 
again. As a result of these conditions 
it was strongly felt in Lancashire 
that the world required not merely 
a steady increase of the total cotton 
supplies, estimated at about a million 
bales per annum, cumulative, but also 
that the new sources of supply should, 
as far as possible, be developed in 
other parts of the world where the 
labor supply would be cheaper, and, 
particularly, where the climatic vari- 
ations would at least not be the same 
as those in the United States; so that 
a bad year in that part of the world 
might be set off by more favorable 
conditions elsewhere. 

These pre-war conditions were in- 
tensified by the war. The first effect 
of the war in Europe was to cause a 
heavy fall of prices, which resulted 
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in a sharp reduction of cotton acreage 
everywhere (except Russia) in 1915; 
and roughly speaking, this state of af- 
fairs continued in most cotton countries 
throughout the war, the world’s sup- 
plies being reduced by about 20 per 
cent. On the suspension of hostil- 
ities it was hoped that there would be 
a quick return to normal production; 
but, unfortunately, the post-armistice 
slump again seriously discouraged the 
planters, and led to a comparatively 
small acreage in 1919. As it happened, 
the weather in the Southern States 
that year was, on the whole, unfavor- 
able, especially during harvest time, 
and the crop was well down to the low 
average of the war—12,218,000 bales, 
including linters. The trade was there- 
fore in a very bad position to meet 
the extraordinary increase of demand 
which broke over the whole world 
like a tidal wave during the winter of 
1919-20. In the case of cotton goods, 
the difficulty was not primarily raw 
material, because, owing to the effects 
of the war and other disturbances, 
e.g., the devastated areas in France 
and Belgium, the revolution in Russia, 
the difficulty of getting raw material 
into enemy countries, and the re- 
duction of the hours of labor through 
the general adoption of an eight-hour 
day, the world’s capacity to produce 
cotton goods was substantially re- 
stricted. If it had been otherwise, 
and the manufacturers had been able 
to accept anything like the whole 
of the offers with which they were 
inundated, the world’s available cotton 
supply would have been eaten up in 
six months; even as it was, the ap- 
parent approach of shortage sent 
cotton prices sky high, and levels were 
touched almost equal to the more or 
less mythical records of the cotton 
famine of the sixties, and the still 
higher levels of the early nineteenth 
century, due to the Napoleonic Wars 
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and the consequent troubles between 
England and America. 

When the slump came in the spring 
of 1920, as the result of the adoption 
of a deliberate policy of deflation 
in the United States and Great Britain, 
the cotton trade was one of the first 
to feel the effects, and middling 
American cotton in New York fell 
from 43.75 cents in July, 1920, to 
10.85 in June, 1921, which was well 
below pre-war prices. Once more the 
old vicious circle came into play. 
In 1921, the cotton acreage in the 
United States was again severely 
restricted, although there is, unfor- 
tunately, no certainty as to the extent 
of the reduction, owing to an extra- 
ordinary muddle with regard to the 
estimates of acreage. But it is clear 
that the acreage in 1921 was at least 
18 per cent less than the figures 
touched in pre-war years (30,509,000 
acres harvested, against 37,089,000 in 
1913), and from this area a crop of 
only 8,375,000 bales (including linters) 
was gathered, being the smallest crop 
since 1895, while the average yield 
per acre, 124.5 lbs., is the lowest on 
record. Yet even this unprecedented 
reduction of the supply failed to main- 
tain a sufficiently high level of prices 
during the winter of 1921-22 to per- 
suade the cotton planters to return to 
pre-war acreages in 1922. The reason 
was that, owing to the extraordinary 
strangulation of demand during the 
season 1920-21, there remained at 
the end of that season, an absolutely 
unprecedented world’s carryover of 
American cotton of nearly ten million 
bales; while the ideas of the whole 
trade with regard to consumption had 
been brought down to such a low level 
that most people had ceased to con- 
sider the comparison with pre-war 
figures, and were inclined to think 
that the world had entered upon a 
new phase of poverty, as the result 
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of which consumption could never 
again hope to touch pre-war levels. 
That idea, however, was quickly 
modified by the unexpected recovery 
of the demand during the season 
1921-22. The International Feder- 
ation statistics show that the world’s 
total consumption of American cotton 
for the season was fully thirteen 
million bales (including linters), so 
that the excess of consumption over 
production had in one season wiped 
out the abnormal carryover of the 
previous season. Thus the results 
of one season, entirely abnormal in 
regard to demand, had been com- 
pletely reversed by another, equally 
abnormal in regard to supply. 

It would be out of place here to dis- 
cuss the general arguments with re- 
gard to the policy of deflation; but 
the one aspect of that question which 
the writer desires to stress is that, 
so far as cotton was concerned, the 
fall of prices was certainly not due 
to the return of world conditions to a 
state of normal supply, though the 
fact of the 1920 crop being relatively 
large had helped in that direction. 
As a matter of fact the crop of 13,- 
750,000 bales in that year was the 
largest since 1914, though still far 
short of pre-war record figures (17,- 
000,000 bales in 1914). Unfortunate- 
ly, instead of this recovery continuing, 
the 1921 crop provided the climax 
to the whole policy of restriction, 
and the question now is, what is going 
to happen in the future? 

As regards the immediate future the 
question turns on the outcome of the 
1922 crop. The acreage shows an 
increase of about 10 per cent, leaving 
it still distinctly short of pre-war 
records, but the season so far has been 
unfavorable, especially in one respect. 
The disastrously low average. yield 
of the 1921 crop was due very largely 
to the depredations of the boll weevil; 
but it now appears that the damage 


due to this source may be at least as 
bad this year, and the fact has to be 
faced that the boll weevil has intro- 
duced an entirely new factor into the 
problem. This pest has now covered 
practically the whole Belt, and it has 
reduced the average yield from some- 
where in the neighborhood of 200 lbs. 
per acre to something nearer 125, 
The consequences are extremely serious 
in more ways than one. Such a re- 
duction of the yield per acre means not 
only a substantial reduction of the 
world’s cotton supply, but it also means 
that the cost of production of the 
American crop, which still practically 
rules the world price of cotton, has 
been substantially raised. Before the 
war, the writer had calculated that, 
unless the price of cotton in New 
Orleans was about twelve cents a 
pound, it did not pay many of the 
growers, especially in Texas. It is 
impossible to say now what the cor- 
responding figure would be under the 
changed conditions both of yield and 
cost of production; but probably 
somewhere about twenty cents would 
be nearer the truth, and, even at that 
price, we cannot hope for an acreage 
more than pre-war, or a crop of much 
over ten million bales except in very 
favorable seasons. Had anyone pre- 
dicted such a situation in the years 
before the war, he would have been 
regarded as a pessimist to the verge 
of lunacy. 

Nor is there any material hope 
of relief from existing stocks. The 
world’s carryover has now been re- 
duced to about five million bales at 
the end of the season, as against 
about four million bales in pre-war 
times. There may, therefore, be still 
a small margin available to supplement 
the shortage of supply for this season, 
but that is all. It means, in effect, 
that this year’s crop must be ap- 
proximately sufficient to meet next 
winter’s consumption. What then are 
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the prospects with regard to the 
world’s consumption in the immediate 
future? 

On this point the trade is well sup- 
plied with statistical material. The 
International Federation for some 
time before the war had been providing 
fairly complete and reliable statistics 
of the consumption of cotton through- 
out the world, based on direct returns 
from the actual spinners in every 
country. As these returns cover a 
very large proportion of the world’s 
total mill spindles, it is possible to 
estimate from them the total world’s 
consumption of cotton of all kinds, 
and to compare these totals with the 
world’s production of cotton in each 
season. This balance of production 
and consumption is shown in Table 
A, annexed. During the period of 
the war the Federation statistics, 
of course, could not be collected and 
the other sources used in this table 
must be taken with reserve; but it is 
possible to bridge over that gap in a 
way, by carrying on the statistics 
relative to American cotton alone, 
which are much less likely to be un- 
reliable. This table brings out very 
clearly the extraordinary fluctuations 
in the balance, which swings heavily 
from excessive supply to excessive 
consumption; and it is very interesting 
to notice the effect on prices. For 
this purpose the season’s average 
price of American cotton in Liverpool 
is given, and also (in order to get rid, 
as far as possible, of the effects of 
inflation) the same figures discounted 
by the general level of prices, as shown 
by the Board of Trade Index Numbers. 

For the present, however, the most 
interesting point is to compare the 
post-war consumption with the pre- 
war, and statistics for this purpose 
are given in Table B, showing sepa- 
rately the world’s mill consumption 
of American cotton alone, and of all 
kinds. Roughly speaking, the result 
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is as follows: during the boom of 
1919-20 the world’s consumption rose 
to about 83 per cent of the pre-war 
figures, the shortage being largely 
accounted for by the reduced hours of 
labor, but the distribution of the total 
throughout the world was very un- 
equal. Great Britain was 82 per cent, 
the Continent only 41.6 per cent but 
America was 112 per cent and the rest 
of the world 114.5 per cent. In the 
following season, 1920-21, which cov- 
ered the worst of the slump as well as 
the coal and cotton strikes in England, 
the world’s total was 78.4 per cent. 
England being down to 47.4 per cent, 
while the Continent had risen to 60.3 
per cent. The United States had 
fallen back to 85 per cent, but the rest 
of the world was now up to 126.2 per 
cent. But during the season now 
just closed, namely, to July 31, 1922, 
an extraordinary recovery was made, 
the world’s total being 92.5 per cent, 
while England was 67 per cent and 
the Continent 68.0 per cent. The 
United States was 103.1 per cent while 
the rest of the world was 140.4 per 
cent. As a matter of fact, the figures 
of the second half year to July 31, 
1922, were even better than those 
for the whole season, the improvement 
having been progressive throughout. 

From these figures, it will be seen 
that while the slump of 1920-21 very 
seriously affected the industry in 
Great Britain and the United States, 
the rest of the world was still going 
steadily ahead during that period. 
In other words, the countries which 
applied the doctrine of deflation had 
to suffer very severe trade depression, 
which did not affect the oriental 
countries to anything like the same 
extent, while most of Europe escaped 
any such depression by continuing 
more or less their policy of inflation. 

It remains then to apply these facts 
in the attempt to forecast the prob- 
able future. So far as England and 
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the United States are concerned, 
the period of deflation is now ap- 
parently over, and, barring anything 
entirely unforeseen, they may be 
expected to continue the process of 
recovery which has been going on for 
the last twelve months. It must be 
remembered, too, that American con- 
sumption is now a good deal more 
than pre-war, their spindleage having 
been increased by 17.3 per cent since 
1913. The position of India and Japan 
and other non-European countries 
is similar, their spindleage having 
been increased by 40 per cent (4,982,- 
000 spindles); but this means a rela- 
tively large increase of consumption, 
because these countries use more bales 
of cotton per thousand spindles than 
any other countries in the world, 
and Japan and India are still laying 
down new spindles as fast as they can 
get them. India, particularly, is ap- 
parently determined to follow out the 
policy of protection of her local in- 
dustry. As for the Continent of Eu- 
rope, it is very probable that Germany 
and other countries in a similar 
position, where the industry has lately 
enjoyed a fictitious prosperity, will 
have to face a very bad time when 
their process of deflation or stabiliz- 
ation of currencies begins; but whether 
the consequent reduction of their 
consumption will be serious from the 
point of view of the world’s total, it is 
difficult to say. As regards England, 
she has much to gain and probably 
something to lose from the develop- 
ments which still lie in the future. 
It is very noticeable that during the 
past season her exports to India, 
first of yarns and then of piece goods, 
have shown a most astonishing re- 
covery, but whether this is likely to 
continue or not, it would be very hard 
to say. On the whole, however, the 
probability is that England’s consump- 
tion will not again sink below recent 


figures, unless prices rise high enough 
to check consumption seriously. 

One other important country is 
Russia, where the consumption of 
cotton in pre-war days was very sub- 
stantial, but statistics in Russia are 
now of almost no value. In any case, 
the importance of Russia’s position 
in the world’s consumption is greatly 
minimized by the fact that a consider- 
able part of her consumption was local 
cotton grown in Transcaucasia and 
Russian Turkestan, and that crop 
has suffered, if anything, a more com- 
plete eclipse than the Russian cotton 
industry. The one, therefore, may 
be set against the other, and, practi- 
cally speaking, Russia might almost 
be excluded from the world’s statistics. 
As it is, she is only credited in Table B 
with 1,100,000 active spindles, as 
against 9,213,000 before the war. 

To sum up, the recovery of the 
world’s consumption during the past 
year has been much more rapid than 
any one expected, and the world is 
now consuming cotton at the rate of 
more than 90 per cent of the 1912-13 
figures, while the production of cotton 
in 1921 was only at the rate of about 
70 per cent, and this year is not likely 
to exceed 75 or 80 per cent of the 
1912-13 crops. It does not need much 
arithmetic to realize that this is a 
state of affairs which cannot continue. 
If the world’s crops do not, within the 
next year or two, make a very re- 
markable recovery from their recent 
low figures, then the world will simply 
be compelled to reduce its consump- 
tion by the fact that the cotton will 
not be there to consume! Then the 
old laws of supply and demand will 
have to settle the question again, and 
the price will have to rise to such a 
height as will limit the consumption 
to the supply available. He would 
be a bold man who would prophesy 
what that price will be. 
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Auten, Georce H. The French Revolu- 
tion. Vol. I. Pp. 340, illus. 81. Price, 
$10.00. Philadelphia: George Barrie’s 
Sons, 1922. 


This volume one is the first of four vol- 
umes in which Dr. Allen serves as historian 
to the French Revolution. Volume one 
treats of the prelude to the French Revolu- 
tion. The first chapter discusses the 
growth of the French nation; the second 
and third the splendor of the Bourbon 
Monarchy in France and the degradation 
of the Monarchy; while succeeding chap- 
ters discuss the relation of church to state; 
monarchy in the eighteenth century; 
the intellectual movement of the eighteenth 
century; the consequence of the American 
War; futile attempts to meet the financial 
situation which threatened bankruptcy; 
the calling of the States General; and the 
taking of the bastile. 

The careful student will be much de- 
pressed by the publisher’s note which in- 
troduces this volume. This bombastic 
introduction reads more like the prospectus 
of a real-estate speculator than the intro- 
duction to a scholarly book. Moreover, 
the English of this bombast is as poor as 
the note is in bad taste. The author, 
however, usually expresses himself in 
simple English. Some of the chapters 
are unsatisfactory. For instance, one 
chapter is devoted to Louis XVI and Marie 
Antoinette. One-third of the chapter de- 
scribes in general terms these two person- 
ages, the other two-thirds of the chapter 
being devoted to fiscal reforms. And in 
the slight space given to Marie Antoinette 
we learn of the author’s opinions about 
her as distinct from the facts. Thus we 
are told that her “thoughtlessness and 
indifference to convention involved her in 
endless troubles and much unpopularity.” 
(p. 163). We are further advised that 
“although she never ceased to be a virtuous 
wife, her conduct encouraged gossip and 
gave rise to many public scandals.” Most 
of the readers would like to have some of 
the facts on which such statements are 


based. The desire of the author to make 
his work interesting often leads him into 
the error of giving generalizations without 
any basis in fact for the support of his 
generalizations. 

The type of the book is large, clear and 
easy to read. There are numerous il- 
lustrations, all admirably printed. As a 
popular presentation of the factors and 
causes underlying the French Revolution, 
the volume should serve a useful purpose. 
The French Revolution will never cease 
to be of outstanding interest to all students 
of social and public life. The reviewer 
hopes that some day a scholar versed in 
the social sciences will make an analysis 
of the French Revolution from the point 
of view of the social processes of which 
the romantic events of the revolution 
were but symptoms. 


Proctor, Artaur W. Principles of Pub- 
lic Personnel Administration. Pp. 244. 
Price, $3.00. New York: D. Appleton and 
Company, 1921. 


This volume is devoted to a discussion 
of the facts and principles underlying 
the securing and maintaining of an official 
personnel in public administration. The 
author has been a member of the New York 
Bureau of Municipal Research and under- 
took the investigations leading toward this 
volume for the Institute for Government 
Research of which Dr. W. F. Willoughby 
is director. This volume forms one of the 
splendid series of publications put out by 
the Institute for Government Research. 

The volume includes a discussion of the 
history of public employment; the legal 
status and organization of a Civil Service 
Commission; the purpose and results of 
standardization of public employment; 
and the recruiting and selection, training, 
rating, control advancement and promotion 
of public officials. The book covers in an 
acceptable form the traditional methods 
of Civil Service selection and administra- 
tion. So far as the subject matter treated 
is concerned, legislators, public officials 
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and interested students will find the vol- 
ume valuable and suggestive. The author, 
however, does not attempt to set up a 
standard of practices for public personnel 
service that will tend to secure morale 
and competency in public administration 
as distinct from the prevention of evil 
doing by political progers. 


Sramp, Sir Josian, D. Sc. Wealth and 
Taxable Capacity. Pp. 195. Price, 10s. 
6d. London: P.S. King & Son, Ltd., 
1922, 

This book comprises the lectures given 
in February, 1921, at the University Col- 
lege upon current statistical problems in 
wealth and industry. The lectures analyze 
methods of using the chief statistical data 
available in the consideration of problems 
of wealth and industry, and outline some 
of the elementary principles involved in 
the estimating national capital and na- 
tional income in their relation to prices, 
taxation and public debts. 

The most interesting and suggestive 
of the lectures, especially to Americans, 
is the one devoted to “The Limits of 
Taxable Capacity.” Many of the stand- 
ards for testing the limit of taxable capacity 
are set up and examined. One is to get 
the aggregate national income and deduct 
there from the aggregate subsistence level, 
assuming that in case of need all the rest 
could go for public preservation in the 
form of taxation. This test of taxable 
capacity is relative, not merely to our pro- 
duction, but also to how much we desire 
to save and how little we are prepared to 
consume. In describing this and other 
limits of taxable capacity, the author sets 
down in the volume reasons why the limit 
of taxable capacity can never be an ab- 
solute or fixed figure; it depends upon 
what the taxation is to be used for; it de- 
pends upon the spirit and national psy- 
chology of the people taxed, which may be 
influenced by patriotism or sentiment; 
it depends partly on the way the taxation 
is raised, both as to the methods adopted 
and the rate at which the increase is laid 
on; it depends upon the distribution of 
wealth; its rate of increase is greater than 
the rate of increase in wealth, and it shrinks 
more rapidly than the wealth diminishes. 


Warsnaw, J., Pa. D., Professor in the Uni- 
versity of Nebraska. The New Latin 
American. With an introduction by 
James E. LeRossignol, LL.D., Dean of 
the College of Business Administration, 
University of Nebraska. Pp. 415. Price, 
$3.00. New York: Thomas Y. Crowell 
Company, 1922. 


This is an exceedingly illuminating and 
helpful book and will be of great service 
to the general reading public, as well as 
to those who are planning to give courses 
on Latin American affairs in our universi- 
ties. With Dr. Warshaw’s book available, 
there is no longer an excuse for the failure 
to make the study of Latin American 
affairs an integral part of our university 
curriculum. The book is most compre- 
hensive in content, dealing not only with 
the political, but also with the social and 
economic aspects. It is, therefore, a 
particularly valuable book to place in the 
hands of university students. It should 
also enjoy wide circulation among the 
general public, as it is designed not only 
to interest, but to enlighten the general 
reader. Dr. Warshaw has done a real 
service in making this volume available 
to the American public. 


Bocarpus, Emory 8S. A History of Social 
Thought. Pp. 510. Price, $3.50. Uni- 
versity of Southern California Press, 
1922. 


The term “social thought,” as used in 
this book, is taken to mean “a synthesis 
of the observations of individuals about 
the welfare of individuals, considered as 
individuals or as groups,” thus including 
the “larger social field as well as the more 
specific one of recent development, namely, 
the sociological.” It is the author's 
judgment that “the time is hardly ripe 
for a history of distinctly sociological 
thought.” 

Writing a history of social thought, 
thus conceived, is a stupendous under- 
taking, for it must begin with a recognition 
of the social nature of many of the proverbs, 
maxims, fables and myths of primitive 
folk, and it ought to close with a survey 
of the chief trends in present-day socio- 
logical thought, Between these two ex- 
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tremes, in point of time, there is an almost 
overwhelming abundance and diversity 
of material. It is this material which 
Dr. Bogardus, who is head of the de- 
partment of Sociology at the University 
of Southern California, attempts to cover 
and to classify in the twenty-eight chapters 
which comprise this volume. Among the 
chapter titles are the following: “The 
Social Thought of Ancient Civilizations,” 
“Plato and Grecian Social Thought,” 
“Roman Social Thought,” “‘Social Thought 
in the Middle Ages,” ‘“Anthropologic 
Sociology,” “Eugenie Sociology,” “Psy- 
cho-Sociologic Thought” and “The Rise 
of Educational Sociology.” There are 
separate chapters on some of the leading 
modern writers such as Malthus, Comte, 
Marx, Buckle, Spencer and Ward. 

“Sound social thought needs to be 
democratized, that is, to be made available 
for all people.” These words indicate the 
nature and purpose of this volume. It 
aims to present in a popular, readable 
form to a world of students the best in the 
world’s social thought. Judged by this 
purpose, it is an interesting effort in a 
commendable direction. 

James H. S. Bossarp. 


AmerICAN Rattway AssocraTIon, Proceed- 
ings of the Session of the. Telegraph and 
Telephone Section. Held at The Jeffer- 
son, Richmond, Va., March 21, 22, and 
23, 1922. 


Nationa Lasor ComMITTEB, under 
the direction of Edward N. Clopper, 
Ph. D. Rural Child Welfare. Pp. 355. 
Price, $3.00. New York: The Macmillan 
Company, 1922. 


Twenty years ago, approximately, the 
growing city and the industrial system 
captured the imagination of the American 
people. Since then, the problems which 
they have created have monopolized our 
attention and our best effort. The prob- 
lem of the rural child, like other problems 
of rural life, has been neglected in favor 
of its urban complement. City people 
are prone to romance about the sunshine 
and pure air and singing birds of country 
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life, not realizing the tremendous burdens 
and handicaps of rural childhood in numer- 
ous communities where the aggressive 
element has left the farms for the city, 
or where the tide of civilization has been 
slow to penetrate. 

Along comes this timely volume to re- 
mind us, with all the force of a new dis- 
covery, that home life may be as inade- 
quate, depressive and unwholesome in 
the open stretches as in the congested city; 
that agricultural child labor is the common- 
est, even if the least known, form of child 
labor; that, in spite of all the natural 
facilities in country life, the rural com- 
munity is a playless and recreationless 
community; that juvenile dependency, 
illiteracy, truancy and delinquency are as 
rife in the country as in the city, and more 
dangerous because so largely unattended. 

This book is distinctly a laboratory in- 
stead of an armchair product. The facts 
presented are based upon a study of con- 
ditions in West Virginia, conducted by the 
National Child Labor Committee. Eleven 
communities in as many different counties, 
including a variety of types and conditions 
of rural life that is probably representative 
of rural conditions all over the country, 
were studied by field workers who, in- 
stead of spending a week or two in a super- 
ficial survey, as has too often been the 
“custom of our caste,” lived a sufficiently 
long time with their facts to fathom them. 
The material is classified and analyzed 
under seven chapter-headings which, to- 
gether with an introductory chapter on the 
“Rights of Childhood” by Edward N, 
Clopper, under whose direction the study 
was made, comprise the volume. 

To scientific students, the study stands 
out as a model in its combination of pains- 
taking inquiry, of exact thoroughness, 
of manifest fairness and of deep sympathy. 
To well-intentioned people who are anxious 
to promote child welfare, but who are 
ignorant of the facts and of their proper 
determination, it is a revelation. Those 
familiar with the facts, but who have kept 
profoundly silent or Levite-like have 
passed by on the other side, this plain, 
truthful, unexaggerated story ought to gal- 
vanize into constructive action. 

James H. S. Bossarp. 
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Latané, Joun H. From Isolation to Leader- 
ship. Revised. A Review of American 
Foreign Policy. Pp. 296. Price, $1.20. 
Garden City: Doubleday, Page and 
Co., 1922. 


Retaining its original title and supple- 
menting its former chapters by two new 
ones, the publishers of Professor Latané’s 
“Review of American Foreign Policy” 
have wisely met the demand for a new 
edition of this valuable little volume. In 
doing so they have made available for 
college and high-school courses what is 
doubtless the best brief survey of the 
foreign relations of the United States 
in the light of modern tendencies. 

Professor Latané first examines the 
origin of the policy of isolation and shows 
that it is in principle quite distinct from 
the Monroe Doctrine. The one could be 
abandoned by a treaty with a foreign 
power which had for its object the en- 
forcement of the other. The Monroe 
Doctrine itself was asserted with the 
backing of Great Britain and has been 
maintained with its indirect aid. More- 
over, the facts of American céoperation in 
the work of international conferences 
point in the opposite direction to isolation, 
while the failure of the United States to 
maintain the open door in China was due 
to its inability to coéperate with Great 
Britain and Japan against Russia. 

The review of Anglo-American relations 
undertakes to show that the numerous 
controversies between the two countries 
have not been based upon any fundamental 
conflict of aim and purpose in the larger 
things of life. In the present edition 
the chapter on the “War Aims of the 
United States” has been rewritten, and 
two new chapters, dealing respectively 
with the Treaty of Versailles and the 
Washington Conference, have been added. 
Of these last two, the former is a well- 
balanced statement of a debatable sub- 
ject, while the latter shows conclusively 
that “the Four-Power Treaty is much 
more of an entangling alliance than the 
Covenant of the League.” 

Professor Latané is aware that the title 
of the volume is at present inappropriate, 
but he does not “regard the verdict of 
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1920 as an expression of the final judgment 
of the American people.” 
C. G. Fenwicx. 


Tue Orrictan Report or tHe NIntH 
NaTIonaL Foreign ConVENTION. 
(Held at Philadelphia, Pa., May 10, 11, 
12, 1922: and issued by the Secretary, 
National Foreign Trade Convention 
Headquarters, India House, Hanover 
Sq. N.Y.) 


Perhaps the most vivid impression 
gained from reading this volume is that 
of the deep ethical undertone of the whole 
motif of Internationalism. It is to be 
taken for granted that the intellectual 
levels are distinctly higher than one would 
expect from a collection of papers by the 
average type of politician who makes his 
living at the business, but here we find 
the sense of moral obligation to a stricken 
world put forward not only as good busi- 
ness, but as a duty. From the opening 
address of President Farrell on through 
to the end, it is evident that there is a 
disposition and willingness to see the world 
whole, and as it is; the economic situation 
in the United States with reference to the 
crying world-need and the interests of the 
American people. Mr. J. T. Holdsworth 
of the Bank of Pittsburgh does not see an 
unmitigated blessing in the fact that we 
have doubled our gold holdings since 1915, 
that we now have in our vaults nearly 
three billions, or 40 per cent of the world’s 
available supply, with the combined 
reserves of the Twelve Reserve Banks 
standing at about 77 per cent, with that 
of the Bank of England at 17 per cent, 
and for the other central banks of Europe 
ranging down to nothing. ‘“‘We who have 
most,” he says “must share with those 
who have little or none.” “We must keep 
steadily in mind that in order to sell we 
must buy.” In summing up the general 
chaos in which the war left us, W. F. 
Gebhart, of the First National Bank of 
St. Louis, speaks of the responsibilities 
of the American Banks to foreign trade. 
It is as if a rock had been thrown into a 
modern machine. 


“Sabotage on a world scale has been practised. 
. The basis of credit . . . has been de- 
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stroyed. . . . The currency system . . . is 
wrecked. The transportation system . . . is 
demoralized. Political jealousy, fear and hatred 
among nations have arisen. Worst of all there 
is a pathetic absence of constructive thinking 
and plans to restore world trading. . . . The 
relation of the American banker to this work 
. is of outstanding importance.” 


One of the best things in the book is the 
analysis of the Inter-Allied Indebtedness 
in the paper of Mr. Fred I. Kent of the 
Banker’s Trust Co., of N. Y. If his 
conclusions could be summed up in a 
single sentence it would be in this: “Should 
it be found on examination that some 
round percentage, such as say 60 per cent 
of the loans made our Allies, could fairly 
be considered by this country as having 
gone primarily for its own service, and if 
we should then come to some agreement 
with our Allies under which their govern- 
ments would coéperate with this country 
towards bringing order out of the present 
economic chaos which exists, the good to 
this country and to the world would be 
inestimable.” 

Frank Burrincton VROOMAN. 


Drury, Ausrey. World Metric Stand- 
ardization: An Urgent Issue. Pp. 525, 
illustrated. Price, $5.00. San Fran- 
cisco, Cal.: World Metric Standardi- 
zation Council, 1922. 


A volume of testimony urging world- 
wide adoption of the metric units of 
weights and measures-meter-liter-gram. 


Lauck, W. Jerr, anp Warts, S. 
The Industrial Code. Pp. 578. Price, 
$4.00. New York: Funk & Wagnalls 
Company, 1922. 


The authors of The Industrial Code 
were active participants in the work of the 
National War Labor Board. Their ex- 
perience convinces them that certain 
fundamental principles underlying in- 
dustrial relations lead toward social prog- 
ress and industrial peace. Arbitrations 
or settlements not based upon any prin- 
ciples, they regard as barren expedients. 
The success of the National War Labor 
Board in keeping production at a practi- 
cally uninterrupted maximum is attributed 


in part to the incorporation of some of 
these principles in its “constitution.” 
Since the Armistice some of these prin- 
ciples have been challenged and fought. 
The proposed industrial code is a bill of 
rights to guide industrial tribunals. The 
code amounts to a standard required by 
public policy. Its elements are found 
in the pronouncement of leading statesmen 
and economists in existing trade agree- 
ments in various countries, in the labor 
provisions of the Versailles Treaty, and 
the structure of the War Labor Board. 
The proposed code reads :— 


To the end that there may be peace in in- 
dustry with equal and exact justice to capital, 
to labor and to the public, and to the end that 
there may be uniformity and regularity of em- 
ployment and that production may be stabilized 
and stimulated, these principles are proclaimed 
as the bases of all relations between employer 
and employed and of all adjustments of such 
relations. 

1. The right of employers and employees to 
organize is recognized and affirmed. This 
right shall not be denied, abridged, or inter- 
fered with in any manner whatsoever, nor 
shall coercive measures of any kind be used by 
employers or employees, or by their agents or 
representatives, to compel or induce employers 
or employees to exercise or to refrain from ex- 
ercising this right. 

2. The right of employers and of employees 
to bargain collectively through representatives 
of their own choosing is recognized and affirmed. 

3. The right of all workers to a living wage, 
with differentials for skill, experience, hazards 
of employment and deficiencies, is recognized 
and affirmed. 

4. Eight hours is recognized as the standard 
work-day and six days as the standard work- 
week. If conditions render the application 
of the standard work-day and work-week im- 
possible or impracticable, then the basic eight- 
hour day and 48-hour week shall prevail, with 
payment for overtime or extra time at a rate 
in excess of the basic hourly or weekly rate. 

5. The right of women to engage in industrial 
occupations is recognized and affirmed; their 
rates for pay shall be the same as those of male 
workers for the same or equivalent service per- 
formed; they shall be accorded all the rights and 
guarantees granted to male workers, and the 
conditions of their employment shall surround 
them with every safeguard of their health and 
strength and guarantee them the full measure 
of protection which is the debt of society to 
mothers and to potential mothers. 
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The authors doubt whether such a code 
will be adopted by agreements between 
employers and employees and regard legis- 
lative sanction as necessary. The?Ken- 
yon Bill (introduced in the U. S. Senate 
February 18, 1920) to provide for the 
settlement of disputes in the coal industry 
is cited with approval, aod also the bill 
to revive the National Labor Board based 
upon a similar code. It is heartening 
to believe with the authors that such 
principles bear the same relation to the 
rights and duties of employer and employee 
as political constitutions bear to the rights 
and duties of all citizens. “Industrial 
peace may be an ideal, but for centuries 
political liberty was only an ideal.” 

The great value of this book lies in the 
debate it engenders and in focussing at- 
tention upon the fundamental questions 
at issue. All these principles represent a 
gain for labor and presumably for society 
and are acquiesced in by a number of 
employers, though not by the most vocal 
groups of the moment. The casual reader 
will be surprised by the number of state- 
ments of principles adopted by Chambers 
of Commerce, Labor organizations and 
public groups since the war which include 
some of these principles. A prudent man 
will not argue for or against the “open 
shop” or the “closed shop” without notic- 
ing from these statements the several 
definitions of each and their effects. The 
authors have done a real service in assem- 
bling these statements in an appendix which 
constitutes nearly half the book. These 
documents show that the search for an 
agreement upon an industrial code is 
proceeding under great pressure and is of 
paramount interest to the _ industrial 
leaders of the United States. The docu- 
ments in the appendix constitute a section 
of industrial history since the war which 
every student will appreciate in such 
convenient form. 


Ortro T. MALLery. 


Dopp, Waiter F. State Government. Pp. 
xiii, 578. Price, $3.75. New York: 
The Century Company, 1922. 

In this, the fifth volume of the Century 

Political Science Series, Dr. Dodd has 

employed a method of approach significant 


of recent political theory. The book, 
to let it speak for itself, “seeks to treat 
state governments, not as something in- 
dependent, but as the units that go to make 
up the nation. . . . The work of govern- 
ment is a single task to be done through 
carefully planned and organized machinery, 
and by means of careful coéperation in 
nation, state and local area.” (pp. 11, 14). 
Such an approach lends a basis for a real- 
istic discussion of the administrative prob- 
lems that have recently come into promi- 
nence. The enforcement of prohibition 
and the development of national subsidies 
are twe outstanding instances. These 
pose the problem: What is the proper area 
for the execution of an adopted policy 
of governmental supervision? ‘Though Dr. 
Dodd realizes the problem, his treatment 
is formalistic. Burdened with the task 
of establishing a thesis, the author’s con- 
clusions in this matter are rather anemic. 

In the field of the relations between state 
and local governments, Dr. Dodd is more 
successful. Here he has more adequately 
shown the nature of the problem, and more 
clearly indicated means of solution. 

The solution may be summed up in the 
word Simplify. This, indeed, is the key- 
note of Dr. Dodd’s plea. Recognizing 
that the work of government has increased, 
and will in all probability grow in the future, 
complexity of organization is inevitable. 
But complexity does not necessarily in- 
volve confusion and irresponsibility, though 
these we now have with us. By making 
the channels of control clear, the multi- 
tude of activities of government should 
become unified. Policy will be intelligent 
and intelligible. 

To achieve this unity, Dr. Dodd would 
simplify the structure of government. 
It is for this reason that he would have a 
brief constitution confined to matters of 
really fundamental importance, as opposed 
to a lengthy constitution whose details 
must be amended through popular vote 
at frequent intervals.’ (p. 124). It is 
for this reason that he advocates a uni- 
cameral legislature, a unified court system 
such as that proposed by the American 
Judicature Society, the short ballot, an 
extension of administrative rule-making 
power. For the same reason, local areas 
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should be so organized that the inhabitants 
of each community shall be controlled 
by but one local governing body. (p. 566). 
The governor should not only be charged 
with the preparation of consolidated 
financial estimates, but also with the 
responsibility for a comprehensive legis- 
lative program, and should be furnished 
with a reorganized administrative system 
whereby such policies could be executed 
under responsible supervision. This ad- 
ministrative system should provide not 
only for supervision and control of the 
central activities, but also for central 
supervision of those activities in the hands 
of local bodies which are function of state 
nature rather than local. 

In short, Dr. Dodd has a well-rounded 
scheme, based upon illuminating analyses 
of existing confusions. The chapters on 
“The State and Its Subdivisions,” the 
“State Executive,” and the “Organization 
of the Courts,” are perhaps the best in the 
book. Those on public opinion are least sat- 
isfactory. Dr. Dodd has planned the work 
with care; the first three chapters present 
the thesis upon which rests the whole; 
while the chapters describing conditions 
contain running commentaries more sug- 
gestive of actuality than may be found in 
any other book on state government. 
The dull spots, and there are too many, 
seem the result of a somewhat unsuccessful 
attempt to put between the same covers 
a philosophy and a student’s text. The 


conciseness proper in a brief is frequently 
sacrificed to the assumed need for para- 
graph headings. Prolixity perhaps suit- 
able for an introductory reader is incom- 
patible with the punch due a program. 
Yet, though not comparable with Master- 
man’s distinguished and delightful How 
England is Governed, the volume has the 
freshness of life, coming from the fact that 
the author regards his subject as living. 
The book is easily the best survey of the 
field yet made. It should do much to 
dispel the bogey that has lived long with the 
study of state government. 
ALLAN F. SAUNDERS. 


Atpricut, Georce Lesuie. Official Ex- 
plorations for Pacific Railroads. Pp. 
vii, 187. Price, $1.50, in paper cover. 
Berkeley, California: University of Cali- 
fornia Press, 1921. 

Contents: Editor’s Note, Preface, Chap- 
ter I, Introductory, Chapter II, Plans for 
Transcontinental Roads, Chapter II, 
Preliminaries to the Explorations of 1853- 
1855, Chapter IV, Stevens’s Explorations 
between the Forty-Seventh and Forty- 
“Ninth Parallels, Chapter V, Explorations 
for a Central Route, Chapter VI, Whipple’s 
Explorations along the Thirty-Fifth Paral- 
lel, Chapter VII, Explorations for a Thirty- 
Second Parallel Route, Chapter VIII, 
Explorations for Routes in California and 
Oregon, Chapter IX, Conclusion, Bibli- 
ography, Index. 
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PREFACE 


HIS study was started in connection with the standard- 

ization of records at one of the textile plants with no in- 
tention of using the data for publication. The inclusion of 
other plants and a continuous record over a considerable 
period of time gave to the conclusions with regard to attend- 
ance, facts which seemed to be of wider general interest than 
that of the personnel of the plants involved. 

No attention is given to methods of reducing absence. 
The emphasis in the study is upon ascertaining the extent 
and amount of lost time. The variation in attendance in its 
relation to production is considered with a view to determin- 
ing the effect of the fluctuations from time to time in plan- 
ning and routing work. 


Especial acknowledgement is due to Beatrice Wood, ' 
Elizabeth Lundy and Elizabeth Lockwood for the work of ' 
calculation and preparation of tables; to Marjorie Crossing- i] 
ham and Harold Denison for the drafting of charts; to Mir- 
iam Hussey for help with all parts of the study as well as for | 
reading and revision of the manuscript. 
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INTRODUCTION 


N discussing the turnover of fac- 

tory labor, Professor Slichter took 
as his fundamental thesis the “neg- 
lected truism that a definite plan and 
specific responsibility for creating and 
executing the plan are as necessary in 
dealing with labor as in controlling 
manufacturing operations.” There is 
still need for stressing the place of 
analysis of labor data in conjunction 
with central control over operations. 

From the point of view of planning 
manufacturing operations, irregularity 
of attendance is frequently of as great 
an importance as terminations of em- 
ployment. The problem has received 
less attention, because the effects of 
lost time are less immediate than those 
of final exits. Considered as a ques- 
tion of cost, breaks in employment 
due to absence are, in many cases, of 
as much importance to plants as are 
breaks in employment due to turnover. 
Because the loss is distributed, it is 
often given little attention. There 
are fewer estimates available concern- 
ing lost time than can be cited for 
turnover. It is not claimed that ab- 
sences should be reduced to a mini- 
mum. Some absences are necessary 
in order that employees may attend 
to their duties as citizens, and as 
members of families; some absence 
for rest is desirable and, if taken in 
time, it probably shortens the length 
of individual absence for actual sick- 
ness. How great is the extent of ab- 
sence for these reasons can be judged 
only in terms of the type of operation 
and the usual experiences of plant 
managers who have worked in the 
direction of preventing the causes of 
irregular attendance. In many ways 
the matter of attendance of employees 


Slichter, Sumner H., The Turnover of Factory 
Labor. Preface, p. VITI. 
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in industrial establishments is bound 
up with regularity of employment, 
with labor turnover and with plant 
discipline and control. Where work 
is irregular less stress can be put upon 
the desirability of employees reducing 
all unnecessary gaps in attendance. 
In recent years attention to the prob- 
lem of lost time has come mainly 
through its effect upon turnover—an 
approach which has importance but 
which is of less significance than the 
question of planning production. The 
stress upon the effect of preventive 
measures in connection with turnover 
has meant that the attendance organ- 
ization was built up at a time when 
production problems were most press- 
ing and labor shortage was at its maxi- 
mum. The seasonal variation in ab- 
senteeism and the actual cost of lost 
time in the aggregate have been less 
a motive than the retaining of em- 
ployees in the organization. An im- 
portant aspect of the problem is regu- 
larity of work and its relation to 
stabilization of production. 


Suop Disciptine Formerty Con- 
TROLLED BY WORKERS 


In the early years of modern factory 
organization, labor turnover and at- 
tendance were controlled by the shop 
workmen and only slowly taken over 
as a function by the management. 
Even at the time Babbage wrote, in 
1828, new employees paid a fine to 
reimburse the older workers for the 
time devoted to initiating them into 
the system, new to them, of the shop. 
He says: 


It is usual in many workshops, that, 
on the first entrance of a new journeyman, 
he shall pay a small fine to the rest of the 
men. It is clearly unjust to insist upon 
this payment; and when it is spent in 
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drinking, which is, unfortunately, too 
often the case, it is injurious. The reason 
assigned for the demand is, that the new 
comer will require some instruction in the 
habits of the shop, and in the places of 
the different tools, and will thus waste the 
time of some of his companions until he is 
instructed. If this fine were added to a 
fund, managed by the workmen of the 
establishment, and divided at given periods, 
or destined for their relief in sickness, it 
would be less objectionable, since its 
tendency would be to check the too fre- 
quent change of the men from one shop 
to another. But it ought, at all events, 
not to be compulsory; and the advantages 
to be derived from the fund to which the 
workman is invited to subscribe, ought to 
be his sole inducement.* 


More serious was the question of 
attendance. Workers strolled in and 
out in ways which seemed to the 
methodical Wedgwood to be lazy and 
shiftless. Manufacturers started the 
practice of ringing bells, tooting horns 
and later blowing whistles to signal 
the time of starting. Smiles describes 
vividly how “the potters had been 
summoned to their labors by sounding 
a blast on a cow’s horn.” ‘The sound 
did not travel very far; and the work- 
men used to loiter lazily into the works 
just as they pleased, everything ap- 
parently going on in a very indifferent 
manner. But Wedgwood adopted a 
better plan. Between 1760 and 1770, 
he erected a cupola containing a loud 
bell, the sound of which travelled very 
far; and thus the working people were 
called more rapidly together. 

One of Wedgwood’s principal difficulties, 
as with all employers in those days, was 
the management and discipline of his 
workmen. They were irregular in their 
habits, disposed to be lazy, and there was 
a consequent lack of order in the work- 
rooms. 


?Charles Babbage, Economy of Machinery, 
1828, p. 213. 
* Samuel Smiles, Josiah Wedgwood, p. 46. 


When the Manchester canal was 
being extended, the Duke of Bridge- 
water provided dwellings for the 
colliery workmen. He used fines as 
well as awards for attendances. 


The steadiest workmen were allowed to 
occupy the best and pleasantest houses as 
a reward for their good conduct. 


Still irregularity continued especially 
on Mondays. 

In order to put a stop to idle Mondays, 
he imposed a fine of half-a-crown on any 
workman who did not go down the pit at 
the usual hour on that morning.‘ 


MeruHops ror PREVENTION OF 
ABSENCE 


General use of clocks and the short- 
ening of hours have helped to reduce 
the problem of tardiness which may 
now be regarded as a matter of in- 
dividual shop discipline rather than 
a problem of general importance. 
Payment of bonuses, and award of 
prizes is still used to stimulate regu- 
larity in attendance. A few companies 
grant vacations with pay to em- 
ployees with little lost time. The 
tendency of writers has been to raise 
objections to the attendance bonus, 
which is a reward of some percentage 
of wage for attendance over a pre- 
determined period. Diminishing ab- 
sence by granting vacations on the 
basis of attendance has been effective 
in some cases. The practice of fining 
employees is rather generally con- 
demned. Mr. Hackett in an article 
on absenteeism writes: 

The imposition of penalties appears to be 
an attack upon the problem of absenteeism 
from the wrong end. Workers, whose 
bonus is commuted or who are fined for 
absence, feel that their obligation is dis- 
charged and there is no further incentive 
to be regular. The wage loss incurred by 


“Samuel Smiles, Lives of the Engineers, 
London, 1862. Vol. I, p. 407. 
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absence is in the nature of a fine and the 
further loss of a small percentage is not 
much of a deterrent. If it is a question 
between rewards for attendance or pen- 
alties for absence, the former is to be pre- 
ferred.§ 

From the latter statement one may 
gather that Mr. Hackett does not ac- 
cept the attendance bonus plan un- 
qualifiedly. He holds that: 


Several valid objections exist against 
the use of the attendance bonus. Wages 
are paid for attendance and the doling out 
of an additional sum is, in effect, an ac- 
knowledgement that the rate is insufficient 
to keep a man on the job. But, whether 
logical or not, a man who loses bis bonus 
for two or three months because of a day’s 
unavoidable absence feels he has a griev- 


ance and is careless for the remainder of 
the bonus period. Thus the bonus in- 
troduces additional friction.* 


Only recently has absenteeism been 
approached from the point of view of 
prevention of the main causes of ab- 
sence. Realizing the effect of lost 
time in lowering efficiency, companies 
have introduced follow-up work and a 
general study of causes of absence 
with a view to dealing constructively 
with such causes as are preventable. 
The development of industrial medi- 
cal work has been especially beneficial 
in the reduction of time lost on account 
of illness. Where home visiting is 
done tactlessly, or where the system 
is rigidly superimposed, workers have 
objected to the visiting. The follow- 
up of employees and the care of 
health furnishes a record of sickness 
and accidents and makes possible 
some attention in the home to those 
absent for health causes. In connec- 
tion with this work, records of absence 
have been found an aid in encouraging 
regularity as well as a means of 
stabilizing the planning of production. 


* Hackett, J. D., Absenteeism: A Quantita- 
tive Study, p. 5. 
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The following notice, sent by the 
Hood Rubber Company to its foremen 
and department hea:'s in introducing 
their absentee visiting work, shows 
in general the way such work is car- 
ried on: 

We are about to make a more extensive 
study of the absentee problem throughout 
the entire plant and must ask for codpera- 
tion on the part of the foreman in furnish- 
ing prompt reports of all employees ab- 
sent. We have drawn up for this purpose 
a daily absentee list, a sample of which is 
attached, together with instructions for its 
use. 

If these instructions are carefully fol- 
lowed we should have at the employment 
department before 9 a.m. each day, a list 
of all your absent employees and will be in 
a position to determine which cases it will 
be policy for us to look up on that day, 
the results of all investigations being re- 
ported to you. 


The plan suggested above is typical 
of that used in the four mills reported 
in this study. 


Limits or Stupy 


The facts in the study are based 
upon the experience of four textile 
plants. All firms use trained nurses 
to visit employees in their homes, 
after the first day of absence, unless 
permission by the foreman has been 
given for a definite period of non- 
attendance. After the first visit, calls 
are made by the nurse at intervals, 
dependent upon the reason for non- 
reporting. When employees are ill 
they may have the services of plant 
physicians or of their own physician 
according to their preference. 

The plants differ in size and some- 
what in variety of occupations. Firms 
A and B are old concerns employing 
respectively about twelve hundred and 
eight hundred employees. Firm C 
is a small plant with fewer types of 
processes. Firm D is a new plant 
started in 1922. It was thus building 
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up an organization during the period 
of reporting. All plants employ both 
men and women, in many cases hiring 
all members of the family, to which 
practice is due in part the attendance 
problem. Married women are absent 
for household duties as well as for 
cases of sickness in the family. Illness 
or death frequently means the non- 
attendance at work of two or three 
members of the home. The industries 
are particularly interesting since they 
give an opportunity to compare the 
attendance of men and women em- 
ployed, in many cases on similar 
occupations at identical piece rates. 
Plants A and B have had facilities 
for noon luncheon, rest rooms and 
athletic activities during the whole 
period of the study. More recently 
C has been equipped with a cafeteria 
and rest room. The plants are, in this 
respect, exceptionally well equipped 
with service facilities. 
In the data used in connection with 
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this study, tardiness will not be con- 
sidered, the whole emphasis of the 
study being upon longer absences. 
Absenteeism is used to include all 
cases of temporary separation from 
work when the plant is in operation. 
Cases where the worker reports late 
are, therefore, regarded as full time. 
Employees reporting at noon are re- 
ported absent. Whenever the whole 
plant was closed for a day or more the 
fact is indicated, though employees 
are not counted as absent. This is 
not wholly consistent since “no work” 
where it refers to a few workers is 
classified as “Reasons due to produc- 
tion.”” Occasionally a worker leaves 
without notice. In such cases where 
the reason for lost time is not known 
and a place is being held for the 
employee, he is regarded as absent 
until the nurse reports “will not re- 
turn,” when the name appears on the 
turnover record instead of on the ab- 
sence report. 
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I—CLASSIFICATION OF REASONS FOR ABSENCE 


There is no list of reasons for ab- 
sence generally agreed upon. Many 
of the summary classifications now in 
use show the persistence of war influ- 
ences. Nor is it easy to classify ab- 


_ gences into a few reasons that are under 


all circumstances exclusive of others. 
From one point of view, illness due to 
hot weather may be regarded as “ phys- 
ical reasons,” from another, “weather 
conditions.” Besides, causes for ab- 
sence are not only closely interwoven 
but are frequently dependent upon 
each other even in the mind of the 
worker. 

In this report it has not been as- 
sumed that any particular reasons for 
absence were inherent in the plant or 
local situation. Specific reasons have 
been reported in detail while a sum- 
marized grouping has been undertaken 
only to bring out some of the most im- 
portant causes. 


Reportinc oF ABSENCE 


The first step in preventing irregular 
attendance is the recording and analysis 
of adequate information concerning 
causes of absence. Students of this 
subject have said: 

The record system in itself alone will 
prove to be an effective method of reducing 


tardiness and absences. It will yield 
weekly reports that should prove effective 
by stimulating departmental rivalry in the 
reduction of absences and _ tardiness. 
The weekly reports will also reveal the weak 
spots in the organization and will show 
those departments that have the highest 
absent and tardy rates. 


In collecting information the Depart- 
ment has proceeded on the same basis 
as was used in turnover reporting, so as 
to have reasons submitted in complete 
detail. Since no list of reasons was 
found comprehensive enough for em- 
ployment managers to be certain of the 
choice of major reasons, the causes 
given in detail by plants are classified 
into eight main groups which, for the 
time being, must be regarded as tenta- 
tive. 

The following sample shows the form 
used by plants and the kind of items 
included in the daily absence report to 
the Department. 

The classification and code used for 
tabulation is given here in full, in 
order that the specific reasons may be 
added to by the experiences of others. 
Continued use may show that some 
items recur too infrequently to warrant 
separate listing. At the present time, 
there is not enough data concerning 


Datty Assence Report 


Date 
Depart- REASON FOR No. Days| No. or 
B Name No.| Sex OccuPATION | 
B. McDuff. .. .|4211| M | Mech. Electrician Illness at home 34 1 
E. Shearer 1172} F | Winding | Silk winder Trouble at home 2 1 
E. Wells. ..... 246) F | Winding | Cotton winder | Child in accident 53 2 
N. Roberts . . .|2209} M | Cleaner | Helper Sunburn—permission 2 1 
M. Murphy. . .|2478} F | Cleaning | Cleaner Iil—(Dr. H.) 21 6 (V D) 
3249; M | N. W. Gasser No one home 1 1 
M. Brady. . ..|3467| F | Coning Coner Moving 8 1 
K. Jones ..... 3542} F | Weaving | Weaver Ill + 2 
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the frequency of the different causes to 4. Reasons Connecrep wits Communrrr’ | 
warrant anyone in selecting the out- Arrams 400 
standing items given under specific Specific Reasons 
The following shows the grouping of CO = 
Jury, witness or militia duty. ..... 405 
CLASSIFICATIONS OF REASONS FOR 406 
ABSENCE Paying income tax.............. 407 
1. Reasons Connecrep wirn Propvc- Church, lodge and foreign celebra- 
fie R nsportation difficulties due to 
Lack of material... nat 411 
Plant operating on part time..... 104 5. Puysitcat Reasons................. 500 
Work held up by previous operation 105 Specific Reasons 
Sufficient pay from overtime... . . 106 dus te hack ese te 
Suspended. . 107 be specified) 501 
Did not know there was work.... 108 Hineas due 
Unadjusted grievance. .......... 109 
Wi Tired from night or Sunday ‘work 503 
2 Reasons Famity Ar- General care of health (dentist, ocu- 
200 list, time taken for rest)... ..... 505 
Specific Ressone 6. Reasons Connecrep CLIMATE 
201 anwp WEATHER................... 600 
Household cares. ............... 205 No shoes or rain clothes......... 602 
206 Too hot to work. 603 
Family business................ 207 Transportation difficulties ‘due to 
Visits of relatives or return of fam- ee perdrerpe 610 
ily (away) or entertaining com- no * Misce.tianrous REASONS........... 700 
8 — CoNNECTED WITH PERSONAL si Leave of absence (not otherwise 
— specified) . . 701 
Specific Reasons Excused (not otherwise specified) . . 702 
Arrested or in jail............... 705 
304 Vacation (not otherwise specified).. 709 
Continuation school............. 305 
Shopping. . 306 Rueront LACKING. ............ 800 
Personal business. . 307 
Out of town... ... 308 It will be seen that the reasons for 
3809 absences are grouped into eight main 
Tired from party or stiff from 
playing ball. . sviiov" B83 (1) Reasons connected with Production. 
Sunburned from vacation. (2) Reasons connected with Family affairs. 
Overslept. . 313 (3) Reasons connected with Personal af- 
Missed car. F 314 fairs. 
Did not went to work, or r taking & a (4) Reasons connected with Community 
holiday, or playing “truant”... 315 affairs. 
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Extent or ABSENTEEISM 


(5) Physical reasons. 

(6) Reasons connected with Climate and 
Weather. 

(7) Miscellaneous reasons. 

(8) Report lacking. 


Under production, fall specific reasons 
which should be analyzed whenever 
the group reporting is large, such as 
“no work,” “unadjusted grievances,” 
and others reported as breakdown in 
equipment, lack of material, part- 
time work and suspensions for in- 
fringement of rules. 

The reasons connected with outside 
affairs are large and important ones, 
and are divided into three Major Rea- 
sons, i.e., Family Affairs, Community 
Affairs, and Personal Affairs. Under 
the first of these, illness in family, 
death in family and household cares 
make the most important causes— 
reasons which are especially important 
where women are employed. Quaran- 
tine, classed under illness in family, 
occurs quite frequently, often keeping 
three or four members of a family 
away from work. 

Community reasons are mainly civic 
duties, with the exception of the impor- 
tant item under transportation. Per- 
sonal reasons such as “overslept,” 
“missed car,” “shopping,” and “alco- 
hol” occur frequently. The innocent- 
looking item “stiff from playing ball” 


II—EXTENT OF 


The importance of lost time can be 
gauged somewhat by the size of this 
item in comparison with the days which 
the employees could have worked. 
Times when the plant was wholly 
closed may be considered as part of an 
unemployment problem. At the out- 
set then, the questions are: what is 
the extent, and what are the causes of 
broken employment? 
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often becomes black eye, broken nose, 
etc., when reported on the daily sheet. 

“Physical reasons” are by far the 
most important cause of lost time. 
This heading includes items due to ill- 
health, fatigue, accidents, etc. 

Reasons connected with the weather 
may be storms which delay cars, 
rainy weather for which workers are 
unsupplied with suitable protective 
clothing, etc. In some cases women 
stay out on the first fine day in the 
week to do family washing, a cause 
due to fine weather, but which is put 
under “household cares.” 

Miscellaneous reasons include many 
which in time can be more precisely 
reported. “Permission” and “leave 
of absence” given by the foreman may 
on the whole be assumed as due to ade- 
quate causes. It would improve the 
record if the cause as well as the “per- 
mission” could be recorded. Vaca- 
tion is grouped here when it refers to a 
period of a week or more. 

Some of the difficulties of nurses in 
making home visits are reflected in the 
unknown items, “could not get in,” 
“no one home when called,” “could 
not make understand,” “wrong ad- 
dress,”” “family moved,”’ etc. 

The importance of these major rea- 
sons will be discussed in the chapter 
dealing with causes of absence. 


ABSENTEEISM 


The amount of absenteeism has been 
computed by comparing lost time with 
the number of employees on the pay- 
roll multiplied by the number of days 
on which the plant was in operation. 
For the year 1920 in firm A it will be 
seen (see Chart I, p. 199) that the per- 
centage of man-days lost ranges from 
3.2 per cent in October to 7.2 per cent 
in March and April, Again in 1921] 


| 
0 
q 
A: 
ce 
| 
bad 


198 


firm A has its lowest rate in October, 
but has its high rate in February and 
July—ranging from 3.2 per cent in 
October to 6.3 per cent in February. 
Referring to Chart I, it will be seen 
that two high peaks of absenteeism 
occur in each year—one in the winter, 
the other in the summer vacation 
period. Particular attention is called 
to the parallelism in movement be- 
tween the monthly curves of firm A and 
firm B. While firm B tends to have a 
higher rate of man-days lost, there is 
only one month, October, 1921, when 
the two curves move in opposite direc- 
tions. For 1922, both curves tend to 
be somewhat lower with less marked 
monthly fluctuations. From the table 
it may be noted that the low month of 
1922 was 3.7 per cent in June. Judg- 
ing from the previous year it is likely 
that a rate lower than that may be 
reached in October. The low point of 
B was 3.5 in April. 

Considering plant A, the one with 
the lowest absence, one finds that the 
percentage of absence tends to be lower 
each year from 1920 to 1922. The 
high points recur in the same months. 
It would be safe to conclude from these 
figures that attendance is affected by 
cold and warm weather though in 
wholly different degrees. Cold weath- 
er increases the time lost by women 
more than that by men. 

Firm C, being a small plant, has its 
absence-percentage rate considerably 
affected by the loss of time of a few 
persons; consequently, the wide up- 
ward and downward swings of the 
absence curve for this plant may be 
explained by the low base (the dotted 
curve on Chart I). While the range of 
movement is, therefore, greater, the 
direction of movement is identical with 
that for the two firms already dis- 
cussed. 

In 1922, the months of high absence 
correspond with the two previous 


Tue ANNALS OF THE AMERICAN ACADEMY 


years. Again the high months are 
found in February, March and July. 
As in 1921, plant A tends to show a 
lower absence rate, while the small 
plants, C and D, fluctuate widely. 
The curves in Chart I, as well as the 
monthly figures printed in the table on 
that chart, show the consistent reap- 
pearance of two high peaks of absence 
each year. 


QUARTERLY COMPARISON OF 
ABSENCE 


Table 1 shows a quarterly grouping 
of time lost. In all cases the percent- 
age of lost time is higher in winter. 
The lowest rates appear regularly in 
the October-December quarter. It 
will be seen that plants A and B must 
count upon absences in each quarter 
ranging from 4 to 6 per cent of the 
possible working days. In firm C, the 
single difference in the resemblances 
already noted for A and B is in the 
October-December quarter—in the 
case of this firm unmistakably higher 
than the April-June quarter. 

Of course, any variations in the way 
in which the factory is running will 
affect the percentage of variation from 
month to month. The proportion of 
men and women employed causes some 
variation in the season in which ab- 
sence is highest. 

Considered in the aggregate, the 5.5 
per cent of average yearly absence in 
1920, at plant A, meant 5,287 days 
lost by men and 8,105 days lost by 
women—a total of 13,392 days lost by 
all employees during the year. From 
the point of view of the individual, this 
would mean slightly less than a day 
and a quarter of absence each month 
for every employee in the plant. For 
the individual this would be negligible 
if it actually represented absences dis- 
tributed in this way. As a matter of 
fact it does not represent distributed 
absence but rather continuous attend- 
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TABLE 2—Comparison or ATTENDANCE OF MEN AND Women 


1922 


Firm A B Firm C D 

M Percentage Percentage Percentage Percentage 

— of Absence of Absence of Absence of Absence 

M F M F M F M F 
Se 8.5 6.4 $3.7 6.7 7.7 8.0 1.0 7.2 
April 3.8 4.9 3.4 3.5 3.1 4.3 4.9 7.0 
May 2.5 5.0 4.2 5.8 6.1 6.0 2.9 7.0 
2.4 4.9 2.7 5.6 2.5 4.6 7.9 
2.6 6.5 3.8 6.5 2.4 8.0 8.0 
August 4.1 7.5 2.8 4.0 4.8 5.1 3.8 8.2 


ance for a large part of the force and an 
enormous aggregate absence for a re- 
stricted number of employees. 


ExTENT OF ABSENTEEISM AMONG MEN 
AND WoMEN 


While the number of men and women 
absent are separately recorded at all 
plants, it was not possible to get the 
number on the payroll separate before 
March, 1922. Taking the period for 
which data are available, it will be seen 
that absence for women is higher, in 


many cases more than double the per- 
centage of absence for men. The 
months of highest absence vary also for 
the sexes in these mills. The men are 
less affected by the winter months. 
The reasons for absence show also the 
many household duties which interfere 
with the occupations of women, espe- 
cially women with homes. 
Summarizing the period of March- 
August, 1922, one may say that all 
plants must count upon 6 to 8 per cent 
of lost days by women out of the total 


TABLE 8—ANNUAL TURNOVER PERCENTAGE BY MoNTHS 


1921 1922 
Monta Frem A | B | Frem C || Frew A | B | C | Fieu D 

OS 48.0 | 12.9 0.0|| 46.4 | 25.7 | 226 | 30.4 
February 87.0 109.1 113.2 48.8 22.5 $2.1 77.7 
ae a 99.7 192.1 309 .6 37.8 34.4 10.5 106.2 
47.9 60.9 161.5 38.2 106.4 105 .6 68.3 
63.3 69.3 1138.1 45.7 67.5 73.3 77.1 
45.7 50.6 58.3 34.2 51.9 26.4 56.7 
ete oe 36.2 80.0 22.0 42.3 53.4 26.9 48.6 
42.7 14.4 44.4 

59.1 40.2 33.3 
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TABLE 4—Monraty Turnover PercentTAGES ON AN ANNUAL Basis sy Sex 


Marcn-Aveust, 1922 


Firu D 


OF ABSENTEEISM 


C 


Female |} Total Male | Female 


Male 


Fieu B 


Female || Total 


Male 


Firm A 


Male | Female || Total 


Per cent | Per cent | Per cent |} Per cent | Per cent | Per cent || Per cent | Per cent | Per cent || Per cent | Per cent | Per cent 


Total 


Monta 


2. 
Ge 
— 
Be 


"6" © ‘are 


possible working time. For men an 
allowance of 3 to 4 per cent is ade- 
quate. Since men and women are 
employed on identical operations at 
similar piece rates, the differences 
in attendance are important. Later 
comparison for this six-months period 
will make possible comparisons by 
occupations. 

Turning to Chart II, p. 202, the 
lower solid line represents the per- 
centage of man-days lost by men. 
Throughout the length of the solid 
black curve, there is a recurring peak 
on Mondays of each week with a pro- 
nounced downward movement in the 
succeeding days of the week. About 
the middle of the week there is a slight 
elevation, sometimes reaching to a dis- 
tinct fluctuation, more often appearing 
only as a suggestion of rise in the gen- 
eral downward curve for the week. The 
highest Monday peak of the year occurs 
of April 17, Easter Monday. Toward 
the end of April, absence tends down- 
ward until about the middle of July, 
when percentages increase. The wom- 
en’s absence curve does not differ from 
the men’s so much in general contour 
as in amount of absences. The curves 
are far apart during March and the 
early part of April. At the end of 
April and the early part of May the 
drop in the women’s absence curve 
tends to bring the two together. The 
Monday peaks in the women’s curve 
are very marked. In June the two 
curves tend to move farther apart, 
the curve for women rising much more 
rapidly than that for men. 


RELATION OF ABSENTEEISM TO LABOR 
TURNOVER 


Some interest attaches to the re- 
lation of absenteeism to labor turnover 
in these plants. The solid black line on 
Chart III represents monthly turnover 
for firm A. The curve increases until 
March, and from then tends downward 
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until the end of the year with slight up- 
ward fluctuations in June, September 
and November. In 1922, there is a high 
peak in April, while the other months 
run fairly uniformly. 

The turnover curve for B varies more 
than that for A, though its markedly 
high peaks occur at the same time. 
For firm C the dotted curve tends to 
follow the general movement of firm 
A, except for the first six months, 
when this plant was building up a new 
organization. During that period the 
turnover was above 110 per cent for 
five months and reached 309 per cent 
in the month of March. D is in an un- 
stable condition similar to that of C 
in the first half of the previous year. 
Its highest turnover was 158 per cent 
in April. Except in March, 1922, 
comparison of Chart III, p. 205, with 
the chart for absence, p. 199, shows 
that high turnover months are not 
high absence months. 

In 1922, the turnover peaks are 
highest in April and May, months in 
which the absence rate is lowest. 
In one respect there is correspondence, 
firm A, the plant of lowest turnover, 
is also the plant of lowest absence. 
If it is true, as is frequently stated, 
that absence is “incipient turnover” 
then the absentee visiting at these 
plants must have already reduced the 
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amount of quitting, initiating in ab- 
sence. 


Even when one considers the turn- 
over for men and women it cannot be 
said that the high turnover months 
are the high absentee months. For 
plant A the highest turnover for women 
occurs in June, for the three other 
plants in May, whereas the absences 
for women are highest in March and 
July. 


ExtTENt oF ABSENTEEISM BY Days or 
WEEK 


The average percentage of employees 
absent varies somewhat from day to 
day. To take care of the Monday 
absences the firm would have to 
carry a larger reserve than is needed 
on any other day of the week. 

In the year 1921, firms A, B and C 
lost by absence a yearly rate of 4.7, 
5.0 and 6.6 per cent of the potential 
working days. 

Table 5 shows the absence by days 
of the week for each plant. 

As Monday is highest in per cent 
of time lost, so Friday, pay day, is 
lowest. The low rate of Saturday 
cannot be compared with other days 
owing to the fact that plants are fre- 
quently closed on those days. It is 
interesting to note that the Saturday 


TABLE 5—Damy Averace Percentace or EmpLoyees ABSENT 


1920 1921 1922 
Day or 
A || A | B | Freon C || Frem A} Firm B | Fiem C | D 
Monday.......... 5.7 5.4 6.3 8.6 5.3 5.7 8.1 8.1 
Tuesday.......... 5.2 5.0 5.6 7.5 4.7 5.7 5.8 6.6 
Wednesday........ 5.0 4.7 5.1 6.6 4.6 4.7 6.1 6.6 
4.5 4.5 4.4 5.6 4.4 4.2 5.8 5.9 
iin. snsenenee 4.4 4.4 4.2 5.8 4.0 4.0 6.7 5.2 
Saturday.......... 4.7 4.1 4.3 5.6 3.9 3.7 6.5 6.4 
All days........... 4.9 4.7 5.0 6.6 4.8 48 6.5 6.4 
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absence does not increase dispro- 
portionately during the summer 
months. 

® The quarterly absence table by 
days of the week shows that the Mon- 
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day absences are unimportant in the 
October-December quarter. In July- 
September the variation between the 
lowest day and Monday, the highest 
day, is often more than three per cent. 


TABLE 6—Comparison or AVERAGE PercenTaGe oF Emp.Lorees ABSENT FROM Work By Days 


Days or THE WEEK 
ALL 


QUARTER 
Mon. 


Tues. 


Days 


Wed. | Thurs. Fri. Sat. 


July—Sept. 
Oct.—Dec. 


Jan.—March 


oo 
| 


1921 


7 


April-June 


July-Sept. 


Oct.—Dec. 


> 


1922 
Jan.—March 


April-June 


July—Aug. 
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III—CAUSES OF ABSENTEEISM 


It has already been shown that of 
the possible working days 5 to 6 per 
cent are lost by non-attendance. The 
causes for this loss are, therefore, im- 
portant. Chart IV shows the reasons 
for lost time by months. 


The first division of the cross-hatched 
bars represents the percentage of ab- 


sence due to physical reasons. Ill- 
health accounts roughly for one-half 
of the total time lost. Next in im- 
portance are family and community 
reasons, under which about one-fifth 
of the absences fall. Personal reasons, 
including overslept, out of town, 
shopping and excursions, cover less 
than one-tenth of the total absence. 
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It is unfortunate that it is impossible 
to classify the excused absences which 
are here grouped under miscellaneous. 
Could these be distributed they would 
increase the items under “family,” 
“personal” and “community” reasons 
since all excused absences are cases 
of permission given by foremen, and 
are mainly short absences of one day 
or less. Under permission fall also 
cases of extended absence where em- 
ployees need a long vacation for 
general care of health. The group 
entitled production could be increased 
only by additions for times when the 
plant is closed down or works part of 
the day. The “no report” group 
comprises mainly short absences, from 
which the employee reports back to 
the plant before the nurses have had 
time to make a home call. 

The black areas on the chart show 
absence due to delays in production 
on days when the mills were in oper- 
ation. The knowledge of slackness 
in the work is reflected in the fact that 
in months when this area is large, ab- 
sences with “permission” and “no 
report,” tend to increase as shown by 


the checked areas of the bars. Family 
reasons are fairly uniform from month 
to month with a tendency to increase 
in the school vacation months. Dur- 
ing 1921, physical reasons for plant A 
varied from 1.4 per cent of the po- 
tential working days in August to 
3.7 per cent in January; at plant B 
from 2.2 in September to 3.4 in July; 
at plant C from .8 per cent in August 
to 6.2 in February. For the first 
eight months of 1922, the same group 
at firm A ranged from 1.2 in July to 
3.0 in March; for firm B from 1.8 in 
June to 3.9 in March; for firm C from 
1.8 in April to 6.3 in March; for firm 
D, 2.0 in June to 4.5 in February. 

The relative importance of physical 
reasons appears in the following group- 
ing of major causes: in general, family 
reasons alone tend to be about 12 per 
cent of the absences. If the family, 
personal and community items are 
added, the percentage deviates, in 
the main, a few points from 20 per cent. 
By contrast with this group causes 
reported due to ill-health rarely fall 
below 50 per cent of the total absence. 
Despite the fact that one would ex- 


TABLE 8—Nvumser or Assences Durtne Year 1921 


Firm A 


Reasons 
Men | Women | Total 


All physical reasons... . .| 3,203 5,140 | 8,343 
Illness due to heat... . 54 28 82 
General care of health 
(dentist, oculist, rest, 


52 71 118 
Aocidents........... 231 260 | 491 
All family reasons... ... 454 1,597 | 2,051 
Sickness in family....] 196 1,221 | 1,417 
Death in family... . . 125 150 | 275 
Moving............ 57 59| 116 
All personal reasons. . 421 614 | 1,035 
Out of town........ 169 249 | 418 
Overslept........... 51 144| 195 


Firm B Firm C 
Men | Women | Total |} Men | Women | Total 
600 2,228 | 2,828 147 368 515 
0 8 8 1 1 2 
21 81 102 8 19 27 
87 114 201 6 3 9 
98 599 697 8 62 70 
61 392 453 2 388 40 
18 47 65 0 12 12 
7 28 35 0 8 8 
159 280 439 87 106 143 
34 95 129 6 25 $1 
8 64 72 7 18 25 
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pect ill-health to be an excuse as well 
as a necessary cause for absence, it is 
striking that in the records of four 
plants for three different years there 
should be as little variation between 
the proportion of absences for this 
cause and that for other reasons. 
Where absences are checked and medi- 
cal services provided, it can be assumed 
that the ratio of ill-health has been 
reduced to fairly near the minimum. 

Minor classifications are given for 
these groups in 1921 to show the most 
outstanding sub-classifications. Gen- 
eral care of health is low because of the 
facilities provided in the plants for 
care of teeth and eyes, attention which 
can be given within working hours. 

Because the totals under some items 
are small, the figures have been 
grouped in quarterly and yearly tables 
instead of monthly. 

In the quarterly grouping, plant A 


shows absences in the January-March 
quarter of about 2 per cent higher 
each year than in other quarters. 
The same is true for plant C. The 
low absence found during the summer 
months is due to the practice at both 
plants of closing during the last week 
of August to reopen again after Labor 
Day, thus taking care of vacations, 
except in special cases for which 
arrangement is separately made. It 
is consequently only the cases of in- 
dividually arranged vacations which 
appear on the absence report. Firm 
B set out to follow the same practice 
but was forced to keep part of the 
plant working during the vacation 
period in 1921. Despite this arrange- 
ment it has been pointed out already 
that the month of July tends to run 
higher in days lost than other summer 
months. Physical reasons account for 
the higher winter months. 


TABLE 10—AssenTEE PerRcENTAGE BY OccuPpaATIONS FoR Mitt A 


Marcn-Aveust, 1922 


AVERAGE No. POTENTIAL Man-Days 
n-Days 
On PAYROLL Man-Days Lost Lear 
OccuPATION 

Men | Women| Men | Women| Men | Women| Men | Women 
ee 58 28 8,758 4,228 128 104 1.46 2.45 
Burler and Finisher . . 28 38 4,228 5,738 36 65 0.85 1,13 
py Aaet 6 15 906 2,265 5 103 0.55 4.54 
Clerical Employees. . 52 56 7,852 8,456 292 329 3.71 3.89 
SE ee: 14 97 2,114 14,647 75 1,294 3.55 8.83 
ST ee eee 28 2 4,228 302 101 11 2.38 | 3.64 
$1 0 4,681 0 136 0 2.90 0.0 
Inspector.......... 0 5 0 755 0 42 0.0 5.56 
SE Rad 6 36 906 5,436 0 27 0.0 4.96 
Machinist.......... 29 0 4,379 0 198 0 4.52 0.0 
Ts ncendesvnns 23 39 3,473 5,889 88 268 2.53 4.55 
RTE Pe 0 7 0 1,057 0 ll 0.0 1.04 
SIRS FERRE 9 27 2 4,077 302 167 36 4.07 11.92 
2 14 302 | 2,114 6 $23 1.98 | 15.27 
SE ae 4 173 161 26,123 | 24,311 1,185 1,969 4.53 8.09 
a 7 62 1,057 9,362 48 488 4.54 5.21 
All others.......... 179 72 27,029 | 10,872 722 488 2.67 4.48 


| et 
| 
| 
2 
j j 
| 
4 
3 
| 
’ 
| | | | | | 


212 Tue ANNALS OF THE AMERICAN ACADEMY 


ABSENCE BY OccCUPATION 


A survey of absence by occupation 
during the six months, March—August, 
1922, shows that lost time is highest 
for some of the most important occu- 
pations. It will be seen that the 
women coners are losing more than 
two days a month per each woman 
employee. The percentage of absence 
among weavers is somewhat lower 
than among coners but is, none the 
less, above two days a month for each 
woman weaver, and about one day 
for each man weaver employed. The 
absence table, classified by occupations, 
is given on page 211. 

Compared with coners and weavers 
the quillers have a relatively low ab- 
sence. For the men the low percent- 
age of absence among dyers was un- 
expected, especially by comparison 
with the attendance of machinists, 
though it must be borne in mind that 
both are small groups. The loss of 
time among beamers was very low for 
both men and women. 

For firm B there is less difference 
in the absences by occupations; the 


men weavers have an absence of 4.4 
per cent, the women of 4.6. For men 
coners the absence is low, being about 
one half of one per cent; for women the 
rate is 6 per cent. 


Causes oF ABSENCE FOR MEN AND 
WomEN 


The very considerable differences 
in the absence rate of men and women 
have already been noted. Contrasts 
appear also when causes of absence 
are considered separately. The men’s 
absences, which run highest in the 
October-December quarter for firm 
A, have a high percentage under per- 
sonal and family reasons, for the two 
months at the end of the year. The 
high absence rate of women accounts 
for the peak in January-March. Here 
the cause is found under physical 
reasons since all other reasons run 
higher in other quarters. December 
and the cold months of the early part 
of the year take a heavy toll for ill- 
health among women. This will be 
noted again in the section under 
climatic factors. 


TABLE 11—Freqvency Taste or INptvipvat 


MeN Women 
Days 
o No. of Total No. | Percentages No. of Total No. | Percentages 
ABSENCE Absences | of Days of of Total Absences | of Days of of Total 
Absences Absences Reported Absences Absences 

1,009 30.3 1,498 1,498 28.4 
432 13.0 287 574 10.9 
291 8.7 139 417 7.9 
812 9.4 106 424 8.1 
220 6.6 72 360 6.8 
198 5.9 46 276 5.3 
63 1.9 18 126 2.4 
64 1.9 12 96 1.8 
90 2.7 10 90 | 
70 2.1 13 130 2.5 
110 3.3 138 143 2.7 
72 2.2 12 144 2.7 
52 1.6 8 104 2.0 
345 10.4 48 886 16.8 
$8,328 100.0 2,282 5,268 100.0 
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Chort 
SOMPARISON OF MEAN TEMPERATURE 
AND PERSENTASE OF ABSENCE 
; | march to August 1922 
= 
Mean Temperature- 
weekly averages 
—— Percentage of Absence -Men- 
To weckly averages = 
Percent of Absence- |, 
Women wosty ever 
\ 
= 
ws | 
=f 
. 
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Cumatic INFLUENCES IN Non—ATTENDANCE 


Lenctu oF INpIvipvaL ABSENCES 


The greatest problem of absence 
in these plants is not due to short 
absences by a widely distributed group 
of employees. Even among the one- 
day absences which account for about 
one-third of the non-attendance, the 
same employee is gone at fairly fre- 
quent intervals. Mr. Hackett states 
the problem in this way: 


Some workers take an occasional day 
off at calculated intervals, regarding it 
as somewhat of a necessity to the main- 
tenance of their health. Others stay on 
the job till sickness forces them to remain 
at home, thus losing twice as much time 
in the aggregate with less benefit to them- 
selves. No employer can feel that the 


215 


first course is the unwise one. The fact is 
that perfect attendance means that a 
worker has no opportunity for the per- 
formance of civic or family obligations and 
possibly not enough for the maintenance 
of health. 


The greatest difference in the in- 
dividual absences of men and women 
is found in the percentage of absences 
of ten days and over; 26.7 per cent of 
the total absences of women are for a 
period of 10 or more working days; 
only 19 per cent of the men’s absences 
fall in this frequency interval. The 
frequency table by days of absence 
shows the loss to the company as well 
as length of each absence in the six 
months—ending June, 1922. 


IV—CLIMATIC INFLUENCES IN NON-ATTENDANCE 


Many factors aside from the weather 
affect the attendance of workmen. 
Yet if there is a general conformity 
between the curves of non-attendance 
and the fluctuations of the curves of 
climate, it seems reasonable to ascribe 
some influence to that factor. Some 
items in the daily reports are definitely 
connected with unfavorable weather: 
storms in winter, excessive heat in 
summer, and wet weather for which 
some employees have not adequate 
protective clothing appear on the 
records. These items, at most, make 
a small part of the total. The problem, 
then, is: does it appear that the cli- 
matic factors strengthen other reasons 
and pile up non-attendance on un- 
pleasant days? 

Let us consider average weekly 
attendance and mean weekly tempera- 
ture for the six months, March—August, 
1922. It should be recalled that this 
has been a particularly cool summer 
with only a few weeks of excessively 
warm weather. The warm days of 
the second week in June are only 


slightly reflected in the men’s absence 
curve, while it is somewhat pro- 
nouncedly shown in the rise of the 
curve for women. A similar week at 
the beginning of July did not affect 
the men’s absences in any way. On 
the contrary, the dotted line repre- 
senting the absences of women rose 
considerably. Unfortunately, in 1921, 
the absence curves for men and women 
must be combined for comparison. In 
that year a stretch of weeks of warm 
weather occurred in July. During 
all this time the absenteeism remained 
high, returning to normal only after 
the mean temperature became lower. 

In comparing the daily absence of 
workers in Chart II, p. 202, the maxi- 
mum daily temperature has been used 
instead of the mean, since the maxi- 
mum temperature more nearly reflects 
the comfort or discomfort of the work- 
ing hours. The daily curves for men 


and women have already been dis- 


*The maximum temperature is better to use 
for summer and the minimum for winter. 


The maximum has been used throughout the 
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cussed. These curves tend to follow 
the temperature curves in the first 
days of warm weather in March and 
April; a warm week around the tenth 
of May is more sensitively reflected 
in the women’s than in the men’s 
curve. The warm days in June and 
July have little influence upon either 
curve. 


CuLm™ATOLOGICAL Data By Days or 
WEEK 


Since Monday absences run higher 
at all mills than absences of other 
days, there is no reason to think that 
climatological factors play any part 
in the Monday absences above the 
average of other days. For this 
reason the absence percentages for 
Wednesday as well as those for Mon- 
day were compared with the rainfall 
and temperature. On these charts 
the dotted line represents maximum 
temperature in degrees, the open 
circled line represents rainfall in inches 
and the solid black line represents the 
total combined percentage of absence 
of men and women at firm A. 

On Mondays there are few days of 
heavy rainfall and little correspond- 
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ence of this curve and absenteeism. 
In 1922, February 27 and March 20 
were Mondays with storms continued 
over from a previous day. In each 
case the absence was excessive. On 
the wet Monday, May 23, which shows 
so markedly on the chart, the rain did 
not begin until late afternoon and in 
no way could affect absence. The 
peak of April 17 has already been men- 
tioned as due to Easter Monday. 
This accounts for every high peak in 
the curve except that of January 30, 
1922, which may be due to cold. On 
the Wednesday curve, note the gener- 
ally lower average of the curve except 
on particularly unfavorable days. 

Summarizing, it may be said that 
cold weather effects the curve for ab- 
sence of women more than warm; 
that the men’s curve, except when 
transportation is disturbed, is on the 
whole little influenced by winter 
weather. Both curves are markedly 
increased by the first excessive days 
of heat. Rainfall in the summer 
months has rather little influence 
upon attendance, whereas in spring 
and late autumn months its influence 
is unmistakable. 


V—CONCLUSIONS 


The Director of the Bureau of Com- 
mercial and Industrial Relations of 
the University of Wisconsin writes 
in Circular No. 5 A: 


There is a danger that the advantages of 
absentee records may be overrated. After 
all, the prime purpose of underemploy- 
ment records should be to reduce unpro- 
ductive hours within the schedule produc- 
tion time. The time lost by the employee 


study because of the difficulty of determining, 
for this climate, the time when the change should 
be made. In reading the graphs, the high points 
are of significance in the summer and the low in 
the winter. 


after he has rung his clock card, whether 
it is lost on the way to his department or 
after he is in the department, is of much 
more concern to the employer than the 
time lost by the worker outside of the 
plant by absence or tardiness. To pro- 
tect against such losses the employer needs 
to refine records considerably beyond the 
accuracy most absentee reports achieve. 


The writers of this study would, 
however, prefer to stress the necessity 
of correlating records of absence as well 
as those of “no work”’ with production. 
A study of attendance records in terms 
of the effect upon production and 
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earnings would be valuable. Fluc- 
tuation in the size of the working force 
due to irregular reporting of employees 
is important in maintaining produc- 
tion schedules and in preventing inter- 
mittent overtime. 

The findings of this study do not 
differ from those already established 
by other industrial students. In an 
analysis of absenteeism in several 
prominent plants, Dr. Florence found 
the rate of absence in factories where 
work is light to be between 3 per cent 
and 8 per cent; in factories having 
preventive organizations the percent- 
age was as low as 1.8 percent. Doubt- 
less the range of these percentages 
would depend upon the proportion 
of women in the organizations, and 
the marital status of employees, as 
well as upon the regularity of pro- 
duction and the flow of work through 
the shop. None of the plants studied 
here had attained the low rate of 1.8 
per cent. In factories discussed in 
this study the absence of men varied 
from 3 to 5 per cent; that of women 
ranges as high as 5 to 8 per cent, 
nearly double the rate for men, a 
difference which was found even when 
men and women were working on 
identical operations. The lowest at- 
tendance rate is found in the winter 
months, women employees, especially, 
being detained from work by excessive- 
ly cold days. Spring and fall months 
show uniformly higher attendance. 
This seasonal variation in the regular- 
ity of the size of the working force 


is predictable and can be considered 
in planning work. 

At all the plants Monday absences 
have been higher than those of other 
work days. The difference in attend- 
ance on days of the week shows that 
there is yet a margin of preventable 
absence that could be reduced with 
advantage to the employees as well 
as to the management. Something 
could be achieved by educating work- 
ers to appreciate the necessity of 
reducing the amount of time lost 
for avoidable reasons. Perhaps this 
could be done by more attention to 
interviewing returned absentees. The 
foreman could be further enlisted in 
the cases of “ permission” by furnishing 
a specific cause in addition to the infor- 
mation that the employee was excused. 

The monthly variation in absence 
according to seasons is important 
and can be considered in planning. 
Low percentages in the spring and 
fall with higher percentages during the 
winter months occur regularly in 
many plants.’ In these winter months 
more extra workers must be carried 
on the roll to compensate for the ab- 
sentees. The daily variation due to 
unpleasant weather is unpredictable, 
but is none the less an important fac- 
tor in planning. 

The length of individual absences 
shows that about two-thirds of the 
number of days lost are those of em- 
ployees who have been away from 
work more than one day. 


7 Note the conclusion of Mr. Hackett. 
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Index to Supplement 


Absenteeism: 191-4; definition of, 194; re- 
lation to production control, 192. See-extent 
of absenteeism. 


Attendance 141-3; bonuses and prizes, 192; 
control by workmen in early years, 191; methods 
of Brinley and Duke of Bridgewater, 192; 
methods of Wegwood, 192; preventive meas- 
ures, 192. See non-attendance. 


Climatological Data: 215-6; absence of work- 
ers compared with maximum temperature, 
Chart II, 202; comparison of Monday and 
Wednesday absences, see Charts VII and VIII, 
217-20; comparison of weekly attendance with 
mean weekly temperature, 214; contrast of 
daily absence, men and women by days 
of the week, Chart II, 202; effect of cold 
weather on attendance, 215; effect of ex- 
cessive heat, 215. 


Community Causes: 209; specific reasons, 196. 


Conclusions: 216-21. 
Extent of Absenteeism: 197-206; amount of 


time lost by plants, quarterly, 200; amount of 


time lost on days of the week, 204-6; com- 
parison of firms, 206; computation of man- 
days lost, 197; effect of wet weather, 215; 
lost time, 209; lost time, quarterly, 211; Mon- 
day absences, 201; rate of men and women, 
201; trend of absenteeism, 204; Wednesday 
absences, 216. 


Family Reasons: 209; importance of, 206; Table 
7, 207. 


Labor Turnover: relation to absenteeism, 203, 
203-5. 


Length of Individual Absences: 215; frequency 
Table 212. 


Non-attendance: family and community ac 
count for one-fifth, 206; general care of health, 
211; minimum and maximum monthly vari- 
ations, 197; physical reasons, 209; account 
for one half of time lost, 206; most important 
cause of lost time, 209; reasons connected 
with climate, 215; reasons connected with 
community, 209; reasons connected with 
weather, 215-16; report lacking, 209. 
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